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Tue administration of both personal 


and corporate trusts in all of their various 
phases continues to be the principal function 


of City Bank Farmers Trust Company. 


EXECUTOR CUSTODIAN OF SECURITIES 


MANAGEMENT OF INVESTMENTS TRUSTEE 


TRUSTEE UNDER PENSION AND PROFIT 


SHARING PLANS 


TRANSFER AGENT FISCAL AND PAYING AGENT 
REGISTRAR 


TRUSTEE UNDER CORPORATE INDENTURES 


MORTGAGE MANAGEMENT 


City Bank Farmers 
cussreno vex Lust Company 


Head Office: 22 William Street, New York 
Uptown Office: 640 Fifth Ave. at 51st Street; Brooklyn Office: 181 Montague Street 


Information may be obtained through any branch 
of The National City Bank of New York 





———_ 


Nove 





a ay . } Wy ~ | ‘ _ 
i a S y : 
| Hi} / : _ y Tes, U : 
FSi i) A < 
| Fae] = 4 Up YY = a 


“M... 











4 








\ SN SSS 
7. 
Ml Asie / « 3 
] ; as 
’ a! I i 
) TT i P , 1 f vy ) — / . 
feed STOTT ge BU RARE TENS PTAA) TA \ < fo» 
~ ? 39 S/ ‘ 
é =f] y 
‘i i = Z t 
e — © 
~ S = 
: y 
= = mys i - - mai 
— ae ee IN a 
= FS : =3 t 
% — F és 
: rs — f Ss, es 





= 
3S 








Dealers in 


United States Government Securities 


State and Municipal Bonds 


Specialized service to institutional, corporate, and 
individual investors; quotations furnished and con- 


sultation invited regarding investment portfolios. 


Guaranty Trust Company 
of New York 


Capital Funds, $375,000,000 ‘ 
140 Broadway Fifth Ave. at 44th St. Madison Ave. at 60th St. Rockefeller Plaza at 50th-St. 
New York 15 New York 18 New York 21 New York 20 ‘ 


Member Federal Deposit Insurance Corporation 
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LABOR LAW REPORTS 


LABOR LAW GUIDE-FEDERAL 





LABOR LAW COURSE 









COLLECTIVE BARGAINING « EMPLOYEE REPRESEN 
BARGAINING UNITS « UNFAIR LABOR PRACTICE | 
UNION SECURITY, CHECK-OFF ¢ WORKER SECURITY © NIRI 
FREE SPEECH STRIKES, PICKETING, BOYCOTTS + AGE ROCEDL 8 Eager 
INJUNCTIONS ¢ MEDIATION, CONCILIATION ¢ WORKING TIME « MINIMUM WAGrS: 
OVERTIME PAY-* WAGE PLANS ¢ CHILD LABOR * EMPLOYER'S RECORDS + EMPL 
INVESTIGAT OW Jy (NSPY 2TIONS 4 ey a RIGHTS OF SERV<(2MEN ¢ RES 


yp td Labor law... 


. whatever your responsibilities, whatever your needs, there’s an in- 
formative CCH labor law publication designed to fill your requirements. 
LABOR LAW REPORTS— 
For the man with heavy responsibilities who has to have always at hand 


complete, dependable facts and information on every aspect of labor law— 
for both the federal government and all state jurisdictions—it’s CCH’s 






LABOR LAW JOURNAL— LABOR LAW REPORTS. Swift, weekly releases span the whole world of 
Month after month, CCH’s LABOR relevant statutes, regulations, rulings, court and administrative decisions, 
LAW JOURNAL presents timely t ~ ¢ ee , tho 1 Seal | d 
cilities ian oi ten ane, returns, reports, forms, instructions concerning the important federal an 
plex relationship of Law, Labor, state regulation of labor relations and wage-hour problems. 
Government, Management, and 
Union. Unbiased, with no axe to LABOR LAW GUIDE-FEDERAL— 

ind, the JOURNAL bri to- F 
sallide os aie thinking a For everyday problems under federal labor law, for the concise, current 
leaders of thought and action— picture of labor relations and wages-hours regulation by the federal 
on the significant problems in the ‘ ‘ ° ° 
eis Sab ot titer tees. government, for timesaving reports of unfolding pertinent developments, 


as they “break’’—it’s CCH’s LABOR LAW GUIDE-FEDERAL. Truly a 
“guide,” the regular weekly issues of Labor Law Guide-Federal provide 
succinct digests and quick-reading summaries of the latest developments 
affecting workaday labor law problems under federal law. 


LABOR LAW COURSE (1950-51)— 
Not a Topical Law Reporter but a one-volume treatise on the fundamentals 
of labor relations and wage-hour regulation. Handy for brush-up or quick 
reference —ideal for training juniors, or for the man on his way up—practical, 
sound information for the man whose responsibilities call for knowledge of 


basic labor law principles, yet who doesn’t want to become a specialist. 
For these—it’s CCH’s LABOR LAW COURSE. 


Write for Complete Details 


COMMERCE) CLEARING; HOUSE: Inc. 
PUBLISHERS OF TOPICAL LAW REPORTS 


CHICAGO 1 NEW YORK 18 WASHINGTON 4 
214 N. MICHIGAN AVE. 522 FiFTH AVE 1329 E STREET. N. W. 
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The Cover Picture . . . Benevolent dictators 
have existed, but they were few and far 
between. So important have the citizens of 
western nations deemed the right to elect 
their own representatives that many have 
given their lives in the struggle to maintain 
it. Objection to taxation without represen- 
tation was a major factor leading to Amer- 
ican independence and the formation of the 
United States. The right to vote, by secret 
ballot, is a Freedom basic to American life 
and liberty. 


Continuing our series of Freedom illustra- 
tions, this month’s picture shows President 
Truman addressing the 80th Congress of 
our elected representatives. 

N. Y. Daily News Photo 
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Equities for Pension Funds 


I enjoyed the article by Emerson Wirt 
Axe entitled “Record of Equity Invest- 
ments for Trust and Pension Funds” 
(Aug. 508) as much as any article that 
has appeared in any of my magazines 
recently. Mr. Axe thinks exactly as I 
do, and the tables and comparative re- 
sults that he shows in that article are 
very illuminating. Because we administer 
a number of pension funds here, I am 
particularly pleased to have somebody 
put on paper what I have been trying 
to preach in this part of the country. 
Please extend to him my hearty thanks. 

Charles W. Hamilton, 
Vice President and Trust Officer, 
National Bank of Commerce 

Houston, Tex. 


Which Kind of Safety? 


Your August editorial “Which Kind of 
Safety” is one of the best articles on the 
subject we have seen. We are so impress- 
ed with it that we desire to bring it to the 
attention of investment dealers through- 
out the country, whom we supply with 
general information of this type as a 
part of our service. Accordingly we would 
appreciate your permission to reproduce 
this article as is, without any comment 
or change, simply indicating its source. 

W. George Potts, 

National Securities & Research Corpn. 

New York, N.Y. 


Orchids from Canada 


At the last executive meeting of the 
Association there was comment on the 
excellence of the special Canadian (Oct. 
50) edition of TRUSTS AND ESTATES mag- 
azine. Several companies obtained a num- 
ber of copies for distribution to company 
directors and others, as it was felt that 
the special edition gave a splendid pic- 
ture of trust business in Canada. 

W. R. Scott, 

Secretary-Treasurer, 

Trust Gompanies Assn. of Ontario. 
Toronto. 


Many thanks indeed for your news re- 
lease on the special Canadian number of 
TRUSTS AND ESTATES magazine. We are 
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Will 


Mutual Funds 
Strengthen Your 
Portfolio 





I appreciate your note of September 27 mentioning that you had heard 


from Mr. . that we are going ahead with investment 
in Mutual Funds. He has probably informed you of the extent into which 
we are moving into them; for us it is a considerable investment amount- 
ing in all to close to $58,000. 

I want most sincerely to thank you for the services that you rendered 
us beginning with the first contacts that Mr. _... made 
with you some weeks ago. Your analysis of our investment portfolio was 
most helpful and the clear way in which you, and later on Mr. 
outlined to us the essential features of Mutual Fund investments enabled 
) ae and me to arrive quite expeditiously at the 
recommendations that we finally made to the rest of the Finance 
Committee. 

It was a pleasure to meet you personally at the conference over here 
in my office. I should also like to say that your associate, Mr. : 
has carried on the details of our actual investment in a most satisfactory 
manner and has helped us no end in working out a number of details, 
including what to us is the important one of deciding to diversify in 
managements as well as securities by purchasing at least three of the 


Common Stock Mutuals. 
Sincerely yours, 


Executive Secretary 


Mutual Funds can bring the management services of 
outstanding investment counsel and advisory firms to 
your portfolio. Learn how adequate diversification and 
professional supervision can reduce normal market risks, 
yet improve your long-term results. For complete infor- 
mation address the Manager, Mutual Funds Department. 


KIDDER, PEABODY & CO. 


FOUNDED 1865 
Members New York Stock and (Curb Exchanges 


Uptown Office: 10 East 45th Street, New York 17, N.Y. * MUrray Hill 2-7190 


glad to draw the attention of readers 
of THE PRECAMBRIAN to the nature of 
the highly interesting articles and are 
publishing excerpts from your news re- 
lease in the October number of our mag- 
azine. Meantime, may we ask you kindly 
to send a copy of your special Canadian 
number for our library. 


J. P. de Wet, Secy. 
Manitoba Chamber of Mines 


Winnipeg 


Mix-Up, Modesty or Misplaced 

Enthusiasm? 

In your October issue there appeared 
a letter from Glenn Garbutt stating that 
in my account of the Mutual Fund Con- 
ference, published in the preceding 
month’s issue, I had confused a refer- 
ence made by King Merritt to Gilbert 
Stephenson’s “Plain English for Trust 
People” with Alec Brock Stevenson's 
“Investment Company Shares.” Mr. Mer- 
ritt referred to both these distinguished 
authorities. In fact, more time was de- 
voted to the former and since the reading 
audience of TRUSTS AND ESTATES is more 
familiar with Gilbert Stephenson, it 
seemed that in the limited space allowed 
he should be mentioned. Moreover, it ap- 
peared more appropriate that what was 
said about “Investment Company Shares” 
by Mr. Merritt be referred to the promo- 
tional department of your magazine and 
so it was. 

I understand that Mr. Garbutt, in his 
former capacity of associate editor, had 
a hand in the production of the Alec 
Stevenson booklet; thus I readily appre- 
ciate his enthusiasm. But in the interest 
of raising the standards of the funds to 
a high institutional level, the appropri- 
ate professional approach appeared to 
be to adhere to the more conservative 
side. 

Henry Ansbacher Long 
New York City 


A A A 


Trust Personnel Survey 


The A.B.A. Trust Division’s Commit- 
tee on Trust Personnel has sent a ques- 
tionnaire to 2,824 trust institutions in 
the United States to determine the num- 
ber of people engaged exclusively in trust 
work, the manner in which they are 
selected and trained, and other personnel 
data. 

A AA 


Ethics Ruling 


The Professional Ethics Committee of 
the American Bar Association has ruled 
it is professionally improper for a group 
of associates to practice law when some 
of them are trustees of a common law 
trust and all are beneficiaries thereof. 
The question arose out of a desire to take 
advantage of Section 165(a) of the In- 
ternal Revenue Code relating to pension 
and profit sharing trusts. 
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EDITORIAL... 


Bank Customers Expect 


Personal Financial Advice 


FTER the polite exchange of pleasantries with the 

ladies, following a recent dinner party at the home of 
a well-to-do broker, the men gravitated—by a sort of un- 
spoken understanding—to the library. The small talk gave 
way to big talk about fishing and hunting triumphs or 
near-misses, wound through some personal foreign travel 
incidents, and came to the subject of education. 


This led to discussion about the high cost of learning 
as well as of living, and the difficulty of laying aside the 
necessary, either for a child’s future or for a gift to a 
college. A trustman present remarked how few men, well 
able to afford it from their large salaries, failed to take 
advantage of the three or six thousand a year tax-free gifts, 
let alone the original thirty or sixty thousand dollar ex- 
emption. 

This was apparently news to several of the group, as 
their questions showed. When it had been explained one of 
the businessmen said: “I don’t know what’s the matter 
with my bank, but they never told me anything about that. 
And they’re supposed to be interested in my financial wel- 
fare!” 


It developed that he had no relations with the trust de- 
partment, but thought that “his bank,” as a matter of good 
business and service, ought to take some steps to keep its 
bank customers informed. To this another responded, only 
half-jokingly: “Perhaps they don’t think we’ve got enough 
millions to bother with.” 

Thousands of such social discussions are going on every 
evening of the year, but very few can have a trustman right 
at hand to open the subject of estate and trust uses or to 
correct erroneous impressions. And meantime, people are 
finding out from others—if they ever do find out—helpful 
ways and means of financial and family protection on 
which their banks should be the logical advisers. Peculiar 
ideas are too prevalent about the size of accounts a trust 
department welcomes, about the cost of their service, even 
about the existence of a method by which objectives can 
be accomplished. 


As long as a person has even one important delusion 
about a bank or its trust service, that person is not going 
to do business. And certainly there can be no desire for a 
service which a person doesn’t know even exists. In these 
days the public has been trained to expect people with 
something worthwhile to offer to show some initiative, to 
bring their mouse-trap to the prospect’s door instead of 
playing hard-to-get. 


Many trust institutions, fortunately, do realize that they 
have a duty to keep their bank customers informed on the 
big news developments that may affect their financial health, 
and what helps the customer helps the bank. Thus, many 
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banks send letters or article reprints or pamphlets on the 
occasion of a new tax law or a new service or branch office. 


But these are only spasmodic developments, and there are 
many more things influencing a person’s estate—present or 
posthumous—than can be covered by such advices. News 
is not just what is in the newspaper headlines; it is any- 
thing that the receiver learns to his advantage, just as the 
businessman at the dinner party found it news that he 





“Don’t hide lamp of trust service under a bushel.” 


could build up a tax-free trust for his children’s education 
and security, and that trust departments welcome accounts 
of less than six figures. 

There is far too much criticism of banks on the grounds 
that they get in touch with you only when you can do them 
some good. Just as virtually all important industrial com- 
panies issue periodic reports to their customers, so should 
trust institutions have some dependable medium of periodic 
communication of news to their bank’s customers. That is, 
if they want to get the business as well as the good-will 
of their fellow-townsmen. 


A A A 
Life Insurance vs. Inflation 


EWSPAPERS and trade journals have recently been 

citing some quite surprising facts about the dollar and 
those dependent wholly on life insurance proceeds, pensions 
or other fixed income who are the forgotten men of the 
current “prosperity.” One eminent economist, for instance, 
has pointed out the fact that the $215 billion of life insur- 
ance now in force buys only 90% as much as did the $102 
billion in force in 1932. And the longer life expectancy has 
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added a further burden on those who seek financial security. 


The obvious is often most misleading. A good example is 
the prevalent emphasis on the inability of the life insurance 
dollar to buy as much as the dollars which paid for it. This 
misses the main points and overlooks the principal values 
of this form of protection. The downtrend of our currency 
standard has been the greatest single hardship to our most 
valuable citizen — those who produce enough to save, and 
then save it. 


But to jump to the conclusion that life insurance has lost, 
or is threatened with losing, its basic usefulness can bring 
much irreparable damage. The thinking people of the coun- 
try are seriously concerned as to whether there is any 
stopping the creeping inflation, and therefore whether the 
dollar will be a reliable or even desirable anchor to tie to. 
However, as one trust official pointed out, to take actions 
based on the assumption that the dollar will continue or 
repeat its performance of recent years is to gamble against 
its stabilization. Either way, it is in the realm of a specula- 
tion, and the decision should take other elements into con- 
sideration. 


Probably the chief of these elements, so far as life insur- 
ance is concerned, is that it is the best method available to 
offset the possibility of a premature end of one’s productive 
life, especially where disability benefits are included, since 
many men have had to stop or reduce their business activities 
in the prime of their careers. 


Then there are always the times when one may need more 
immediate cash than is otherwise available, for emergencies 
or for opportunities. The person with builtup cash or loan 
values in his insurance has ready-made credit. 


Mortgages are but one of a number of obligations, fixed in 
amount, which can be paid off by insurance, as can personal 
or business notes, either on maturity or when an estate is 
to be settled. And for the sole proprietor, partner or large 
stockholder of a “family” or personal firm, Business Insur- 
ance has proven the salvation of many enterprises with a 
limited market for their sale, or to provide associates with 
assured, trusteed cash for purchase of the retiring or de- 
ceased associate’s interest. 

In such times as these it is a bit too easy to rationalize the 
normal urge to spend instead of save with the excuse that 
“money isn’t going to buy as much in the future, and any- 
way it’s better for the kids to make their own like I did.” 
That is a crass evasion of a father’s or mother’s duty, for it 
overlooks the fact that we are handing our children the 
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greatest debt burden in history, and the most difficult era 
in which to accumulate a competence “after taxes.” And 
who are so prophetic that they can be sure they will not 
prematurely pass on the job of raising the family to the 
wife, or leave her to support herself, or that the children 
will be old enough, healthy enough or lucky enough to at- 
tain the above-average living that all of us wish for our 
loved ones? 


The “forced saving” of paying insurance premiums is a 
good personal habit, good Americanism. This country did 
not become great by leaving initiative to the government as 
the provider of “security.” By the very fact that social 
security “benefits” are increased, so is the value of those 
benefits liable to be decreased, and only by personal efforts 
and savings can we leave a superior heritage and a more 
than common protection. 


Life Insurance is a good asset and a basic one to every 
man’s and woman’s estate. It should be viewed as a protec- 
tion against the hazards of life rather than as a medium of 
investment. And for the very reason that it may take more 
dollars in the future to meet the obligations which everyone 


of means incurs — whether for debts, higher estate taxes, 
continuation of good living standards or other reasons of 
financial health — the thoughtful person will review his 


estate (and the net estate he can pass on) to see whether his 
insurance is adequate to do the jobs which it should and can 


do. 


Trust officers know how frequently valuable assets, or 
even homes or businesses, have had to be sold to pay taxes 
because of inadequate cash or liquid assets. If one is 
deeply concerned about the future of the dollar, as well as 
the future of his family, he will make sure that such sacrifices 
are not necessary, and will provide the liquid assets through 
adequate insurance, where his money will earn interest to 
help offset dollar depreciation. 


A A A 
Armed Services and 


Key Personnel 


OME banks are already programming to meet the prob- 

lem arising out of possible loss of key personnel to the 
armed services. The general approach has been to assign 
at least one understudy to each draftable and reservist in a 
key spot. The program may follow this pattern: 

1. Study of military status of all personnel — in con- 
junction with consideration of national and locai draft pol- 
icies, current and projected. 

2. Analysis of requirements of all key jobs. 

3. Estimate and inventory of presently unused skills and 
potentials among undraftables with a view to their assign- 
ment as understudies. 

4. Re-examination of retired personnel which might be 
recalled if required. 

5. Development of training programs to fit understudies 
to take over, if necessary, with minimum disruption. 


Putting such a program into effect may meet some open 
or hidden psychological difficulties. The potential draftee is 
not always happy to cooperate in training an understudy. 
This problem has been found not to be insurmountable, 
however, when management makes a bank-wide announce- 
ment of the purposes behind the program, and at the same 
time gives assurance that it implies only prudent preparation 
for an emergency which the bank hopes will never occur. 
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Ancillary Administration 
in NEW YORK 


When you are confronted with the problem of 
ancillary administration in New York, you are 
invited to use the complete facilities of our Personal 
Trust Department. 

Our long experience, efficient methods and excep- 
tionally well-qualified personnel assure you of 
prompt and effective service. 

Please feel free to consult us at any time in 
regard to questions you may have concerning 
ancillary administration in New York, or questions 
concerning the practical solution of kindred fidu- 
ciary problems. 

For further information, write the Personal Trust 


Department, 16 Wall Street, New York 15, N. Y. 


BANKERS TRUST COMPANY 


NOVEMBER 1950 


NEW YORK 


Member Federal Deposit Insurance Corporation 
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Common Trust Funds 


FIRST NATIONWIDE STUDY of DIVERSIFICATION and GROWTH 


By the Editorial Staff of Trusts and Estates 


HE Common Trust Fund is gener- 

ally thought of as a relatively new 
practice. But the first composite fund 
for trust investments, in which a num- 
ber of individual accounts held partici- 
pating interests, was established in 1894, 
in the office of the Public Trustee of 
New Zealand’ and has successfully per- 
formed through fifty-six years of varied 
economic conditions. 

The first official recognition of the 
idea on this continent came in 1901 
when a Canadian trust company was 
authorized in its special act of incorpo- 
ration to invest trust and estate monies 
in a combined fund. The Trust Com- 
panies Act of 1914 (Canada) gave spe- 
cific authority, to trust companies in- 
corporated under Dominion law, for 
such investment and at least five Cana- 
dian trust companies are operating such 
funds. 

The first combined or “Common 
Trust Fund” in the United States was 
established under contract permission 
in individual wills or trust agreements, 


1¢.f. “Trust Companies Magazine” p. 754, Dec. 
1927, article by the Public Trustee; and April 1928. 
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in March, 1929, by Farmers Loan & 
Trust Co. of New York, but it was not 
until December 24, 1937 that Section 
17 of Regulation F governing the main- 
tenance of such funds was promulgated 
by the Board of Governors of the Fed- 
eral Reserve System. The Revenue Act 
of 1936 exempted common trust funds 
from taxation as associations if oper- 
ated in accordance with Federal Re- 
serve Board regulations, the Brooklyn 
Trust Co. case having previously re- 
sulted in double taxation of participa- 
ting trusts. Permissive legislation ex- 
isted in only a few states prior to 1938. 
Today enabling legislation has been 
enacted in thirty-two states and the 
District of Columbia, and another state 
operates under permissive court deci- 
sions. 


The First Hundred 


First to qualify under Regulation F 
was the Equitable Trust Company of 
Wilmington, Del., in March 1938. Yet as 
recently as ten years ago there were 
only nine qualified funds in operation. 


A nationwide study just completed 


by the editorial board of Trusts AND 
Estates shows the important develop- 
ments that have taken place since that 
time, and indicate the even greater de- 
velopment ahead for this medium for 
for trust fund investment. More than 
$550 million is presently invested 
through the 101 Funds now in operation 
for the benefit of over 33,000 partici- 
pating individual trust accounts. 


Because the use of the “common trust 
fund” has shown such consistently mu- 
tual advantages to the beneficiaries of 
smaller trusts through portfolio diversi- 
fication and to the trustees in improv- 
ing operating and investment efficiency, 
a general appraisal of its development 
and composite status is of major im- 
portance. 


Those banks which have pioneered in 
making this modern investment tech- 
nique available to their present custom- 
ers, and hundreds of others which are 
considering establishment of such Funds, 
will find much of practical interest in 
the aggregate operating results and ex- 
perience to date. This is the more im- 
portant in these times when diversified 


TRUSTS AND ESTATES 


mn 


m 


Aa A FY = OKO ee 


ee oe ee ee 


= 


oe << mr 


oO’ 
ar 
re 
tir 
8, 


vir 


er. 


N 


iD 


AND 
op- 
hat 
de- 
for 
han 
‘ted 
jon 
‘ici- 


rust 
mu- 
of 
TSi- 
rOvV- 
Icy, 
ent 
im- 


1 in 
ach- 
om- 
are 


nds, 


| in 


im- 


fied 


TES 


equity investment is considered an es- 
sential element of providing better yields 
to beneficiaries without increased costs, 
and because it makes possible the exten- 
sion of trust service to people of moder- 
ate means. 

Are such Funds feasible only in the 
large metropolitan banks where they 
can quickly grow to a volume of several 
millions? What is the average and me- 
dian size of the participating accounts? 
What, in general, is the range of yields 
which may be expected from mutualiz- 
ing investments? What type of securi- 
ties are these Funds invested in, and 
in what proportions? These are ques- 
tions on which trustmen seek answers. 
It is especially desirable that composite 
data be available also to answer the 
questions which the public is beginning 
to ask and on which they are entitled to 
forthright advice, without publicly di- 
vulging individual Fund figures on yield 
and unit values. 


The Growth Record 


The growth of Common Trust Funds 
attests their acceptance by trustors and 
co-trustees as well as by new customers 
who had previously believed their ac- 
count too small for trust management. 
Ten years ago only eight trust com- 
panies were operating ten Funds with a 
total principal value of less than $18 
million. Of the 76 discretionary-type 
Funds now in use, the 62 which have 
been in operation for over a year show 
an aggregate principal of $427,466,862 
as of the latest annual accounting date. 
(Three of the 59 banks operate two dis- 
cretionary funds each. ) 


Of the 25 legal-type Funds so far 
established, the 13 which have been in 
operation over a year (and two volun- 
tarily confined to bond investments) 
account for an aggregate of close to $90 
million. Together, the 77 discretionary 
and legal Funds (managed by 63 banks) 
which have been established long 
enough to make annual accountings thus 
aggregate more than $518 million. The 
addition of approximate totals for the 
other 14 discretionary and 10 “legal” 
Funds established within the past twelve 
months account for the grand total of 
over $550,000,000 administered by 78 
different trust institutions in 23 states 
and the District of Columbia. These 
represent more than 25,000 participa- 
ting trusts in discretionary and over 
8,500 in restricted Funds. Three banks 
operate the “$1,200 Limit” funds pro- 
vided for those accounts too small to be 
invested otherwise, and three others op- 
erate funds not under Regulation F. 


NoveMBER 1950 


The data for these are not included in 
the present study. 

While most of the banks so far using 
the Common Trust Fund are in large 
cities, that is a natural consequence of 
such a relatively new development, and 
successful experience is also reported 
from the smaller communities or banks 
where such Funds are administered. In 
almost every instance the volume has 
grown both immediately and year after 
year, so that the size range (in Funds 
at least a year old) is now from just 
over $200,000 to just over $50,000,000. 

Of the 76 discretionary Funds pres- 
ently established, 19 are presently under 
$1 million, and at least 13 already ex- 
ceed $10 million each, even though the 
largest amount which any one trust 
can invest through this medium is $50,- 


000. 


Size and Number of Accounts 


In fact, the average size of individual 
participating accounts varies from 
$4,151 to $31,364 in the various Funds 
analyzed. This is an increase from the 
ten-year-ago range of $3,836 to $11,100. 
The average size of account currently 
in all Funds—$16,930—compares with 
$7,461 a decade ago. Figures are not 
available to show the extent to which 
this increase in the average size is ac- 
counted for by close to maximum parti- 
cipation of part of larger funds. The 
several banks giving such data indicate 
that from 30% to 70% in number of 
all their trust and guardianship accounts 
are partly or wholly invested in their 
Funds. 

The largest Common Trust Fund, ac- 
cording to 1950 reports, has 2,189 dif- 
ferent participating trusts, while the 
smallest number of accounts compris- 
ing any Fund in operation for at least 


one year, is 35. The average Common 
Fund (again excluding those established 
within a year) has 452 participant 
trusts, compared with an average of 208 
in the Funds existing ten years ago. 

The variation in accounting dates of 
the various Funds, throughout the year, 
make impossible any accurate compari- 
sons or averages, as of a certain date, 
for yields or for unit valuations, It is, 
in any event, inappropriate to compare 
the performance of any individual 
bank’s Fund on a short-term yield or 
unit increase basis—as the Federal Re- 
serve Board points out, and in fact, 
precludes by Regulation F. 


Unit Values and Yields 


However, it is significant to note that, 
for the 62 discretionary Funds in opera- 
tion over a year, present unit values are 
almost invariably higher than the orig- 
inal, regardless of the time established 
anywhere from 1931 to 1949, 

Trustees cannot pick the time or mar- 
ket in which they like to invest, and 
it is their duty to keep trust funds in- 
vested and earning as they are available 
or come into the bank. That is another 
reason why unit values are not compar- 
able one with another. A better test 
would be a comparison of the unit 
values of a Fund with the subsequent 
record of the securities which they re- 
ceived in new accounts and sold for re- 
investment in the Fund. 

Incidentally, it is pertinent to note 
that of the Funds reviewed, 36 chose 
$10 unit values, 16 chose $100, 5 chose 
$25, and only 2 chose $1; the other 
three use the odd amount of $15. The 
more recently established Funds have 
also generally followed suit using the 
$10 or $100 base. As those using the 

(Continued on page 790) 


AVERAGE COMPOSITION of FIRST 62 
DISCRETIONARY COMMON TRUST FUNDS 


Avg. Number of Issues Held (excluding Governments): 79 


U.S.GOV'T BONDS (38% in ‘G series) 


CORPORATE 
BONDS 


1.6% 


PREFERRED 
STOCKS 


ISZ% 


COMMON STOCKS 


34% 


(38.8%) 
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WESTERN TRUST CONFERENCE 


ONCERN over maintaining their 
house in order and rendering proper 
trust service under a garrison economy 
pervaded the comments of Pacific Coast 
: trustmen gathered 
in Los Angeles for 
the 24th Western 
| Regional Trust 
Conference on Oc- 
tober 18-20. Spe- 
cifically, the dele- 
gates to this meet- 
ing, sponsored by 
the Trust Division 
of the American Bankers Association, 
were inquiring about whether or not to 
start a common trust fund, and to what 
extent trustees should begin to switch 
from bonds to common stocks as a par- 
tial hedge against inflafltion, and the ef- 
fects of increased taxation on the trust 
business. 

As remarked by T. B. Williams, vice 
president and trust officer of Security- 
First National Bank of Los Angeles, 
and a leading figure in West Coast trust 
circles, “the matter of operating tech- 
niques, costs and fees, and the develop- 
ment of new business did not seem to 
predominate” as in other years. 

The opening session, presided over by 
general conference chairman Frank H. 
Schmidt, president of the California 
Trust Co., Los Angeles, heard John W. 
Remington, immediate past president of 
the Trust Division, discuss “The Preser- 
vation of Trusteeship.” 

The concept of trusteeship is an anci- 
ent and honorable one, said Mr. Rem- 
ington, vice president, Lincoln Roches- 
ter Trust Co., Rochester, N. Y. The 
speaker traced the history of trust work 
from 2,500 B.C. in Egypt down to its 
present highly developed state in the 
United States. Honorable though the 
concept may have been, however, Mr. 
Remington pointed out that early prac- 
titioners of the art of trusteeship in 
Japan were summarily beheaded on the 
ground that they could not possibly 
have a conscience and, hence, were unfit 
for such responsible tasks. Despite the 
unenthusiastic reception in the Orient, 
the speaker showed the growth of im- 
portance and acceptance of the profes- 
sional trustee through the centuries. 

Touching on taxation and its effect 
on trust work, he pointed out that trust- 
men should oppose vigorously strangu- 
lation of inheritance through estate taxa- 
tion. Further, he said, “We applaud the 
legislation recently passed to eliminate 
certain unwaranted uses of tax exemp- 
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tion by charitable and educational or- 
ganizations.” 


Citing cost of government as the de- 
terminant in taxation, he stated that 
before the present emergency the total 
tax load absorbed more than 14 of the 
entire income of all the people in the 
country. This, he said, was twice the 
value of the nation’s farms complete 
with livestock and equipment, one 
fourth present value of all life insurance 
in force, more than U. S. citizens spend 
for food in a year. 


James E. Shelton, newly elected presi- 
dent of the A.B.A. and president of the 
Security-First National Bank, issued a 
challenge to bankers to protect the money 
entrusted to their care from the ruinous 
effects of inflation, devaluation and 
deficit financing. His observations are 
more fully reported elsewhere in this is- 
sue. 


Other papers available for publication 
and reported herein are: “What Trustees 
Should Know about Real Estate Titles,” 
by Melvin B. Ogden; “Real Estate for 
Trusts,” by Louis J. Pfau, Jr.; “Personal 
Investment Policy,” by Dr. Neil H. Ja- 
coby; “Tax Pitfalls in Estate Planning,” 
by Dana Latham; “If a Wife Knew 
What a Widow Learns,” by Judge New- 
comb Condee; and “A Touch of Im- 
mortality,” by LeRoy B. Staver. 


The last two named talks were de- 
livered at the closing session which was 
in the nature of a Women’s Forum. This 
meeting was also addressed by Hedda 
Hopper, nationally syndicated columnist 
and radio commentator, whose remarks 
were not released at press time. Nor was 
there a manuscript for “Trust Personnel 
Administration,” presented at the third 
session by William Powers, Director of 
Customer and Personnel Relations as 


well as Deputy Manager of the A.B.A. 


The fourth session on the morning of 
the 20th was devoted to shop talk on 
trust investments and other problems of 
the business. Leader was Harry M. 
Bardt, vice president and senior trust 
officer of the Bank of America N.T. & 
S.A., San Francisco, and a former presi- 
dent of the Trust Division. 


A AA 


Mid-Continent Conference 


The Mid-Continent Trust Conference 
was being held in St. Louis as this issue 
went to press. Its proceedings will be 
reported next month. 


N. Y. Trustmen Elect Trenary 


At the fourth annual trust conference 
of the Trust Division, New York State 
Bankers Association, held in Syracuse 
on October 20, James M. Trenary, vice 
president of United States Trust Co. of 
New York, was elected chairman, suc- 
ceeding Aurie I. Johnson, vice president 





WILLIAM T. HAYNES 


JAMES M. TRENARY 


of First Trust & Deposit Co. of the host 
city. Replacing Mr. Trenary as vice 
chairman is William T. Haynes, vice 
president and secretary of the Marine 


Midland Group, Inc., Buffalo. 
The was devoted 
largely to committee reports as follows: 


morning session 


Trust Business Development: Paul 
Campbell, United States Trust Co. of 
New York. 

Operations: Mr. Haynes. 

Common Trust Funds: Hollis B. 
Pease, Central Hanover Bank and Trust 
Co., New York. 

Trust and Estate Law: Herbert A. 
Jones, National Commercial Bank and 
Trust Co., Albany. 

Accounting Study: Robert A. Jones, 
Guaranty Trust Co. of New York. 

Trust Investment Study: Bascom H. 
Torrance, City Bank Farmers Trust Co., 
New York. 

Costs and Compensation: Mr. Tren- 
ary. 

Albert C. Van Dusen, associate pro- 
fessor of psychology at Northwestern 
University, concluded the session with 
a talk on “Meeting between the Minds.” 

In the afternoon, Paul J. Powers, law 
assistant at the New York County Sur- 
rogate’s Court, reviewed recent develop- 
ments in the law of trusts and estates. 
The program was brought to a close by 
Horace F. Isleib, assistant treasurer and 
assistant secretary of Yale University, 
who described “Formula Plan Invest- 
ing.” 

& 2 & 
8lst Congress Spends Most 


Before the 8lst Congress returned 
home to mend political fences it had 
out-spent any previous Congress ac- 
cording to the Council of State Cham- 
bers of Commerce. 
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Women’s Financial Forums 
Now Cover Nation 


Women’s finance forums continue to 
grow in popularity and effectiveness. 
Literally from the east coast of the 
mainland to 2,000 miles west of San 
Francisco, recently reported forums 
have carried financial enlightenment to 
American women in the last month. 


Bishop Trust Co., Honolulu, Hawaii, 
started its series of six forums on Oct. 
17th. The series covers: Personal and 
Family Financial Planning; Life Insur- 
ance and Your Security; Investing in 
Real Estate and Home Ownership; In- 
vesting in Bonds and Preferred Stocks; 
Investing in Common Stocks; and Trust, 
Wills, and Estates—the latter conducted 
by Walter L. Nossaman, Contributing 
Legal Editor, Trusts AND EsTaTes. 


Of extraordinary interest and value to 
Bishop Trust’s audiences is the note 
book the company Sturdy 
binding of the loose-leaf type covers the 
index-tabbed inside with each session 
easily identified and with space provided 
for an outline—also supplied—of each 
subject, and ample space for notes. 
Pages are also provided on which ques- 


provides. 


tions can be written. This is one of the 
most complete note books of its kind 
that has yet been used. 


The Rutherford (N. J.) Trust Co., is 
sponsoring a four-part forum for the 
Rutherford Women’s Club, which start- 
ed Oct. 30. Subjects are: Personal Fi- 
nances; Investments; Life Insurance 
and Annuities; Wills and Estate Plan- 
ning. 


The New Rochelle (N. Y.) Trust Co., 
is holding a two-session forum for wo- 
men which will include: What Your 
Bank Can Do For You; Fundamental 
Investment Problems; Woman’s Impor- 
tance in Today’s Life Insurance Picture; 


and Why You Should Have a Will. 


The Merchants National Bank & 
Trust Co., Syracuse, N. Y. is holding a 
series of four meetings for women, 
which started on Oct. 30. They will 
cover: Women and Their Money; In- 
vesting and Investments; Life Insur- 
ance and Annuities; Tax Impact on 
Estates. This series is part of the bank’s 
celebration of its 100th anniversary. 


The Republic National Bank of Dallas, 
held five women’s forums during Octo- 
ber, covering: Personal Finances; Life 
Insurance; Investment Securities; In- 


come Producing Real Estate Mortgages; 
Wills and Trusts. 
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TEXAS TRUST CONFERENCE 


An outstanding program marked the 
29th annual meeting of the Trust Sec- 
tion of the Texas Bankers Association, 
held in San Antonio on October 20-21. 
With Chairman Charles W. Hamilton, 
vice president and trust officer of Na- 
tional Bank of Commerce, Houston, 
presiding, the delegates were given an 
interesting review of trust business in 
the State during the past three decades, 
by J. M. Jackson, vice president and 
trust officer of First National Bank, 
Houston. Mr. Jackson, who was instru- 
mental in founding the Trust Section, 
proudly pointed out that the rate of 
increase of trust assets, number of in- 
dividual trusts and gross earnings of 
trust departments of national banks in 
Texas since 1940 has been greater than 
that for national banks throughout the 
country. The figure of $447,000,000 
held at the close of 1949 by national 
banks in the Lone Star State represents 
a gain of 175% since 1940 as compared 
with the national average increase of 
130%. The respective percentages of 
growth for the number of trusts are 
128% and 30°, and for earnings 238% 
and 90%. 

The most notable achievement of the 
Trust Section, according to Mr. Jack- 
son, is the Trust Act adopted by the 
Legislature in 1943, while the more 
recent common trust fund act has al- 
ready led to establishment of such funds 
by two banks. Remarking the substan- 
tial progress made in developing closer 
relations with the Bar, Mr. Jackson cited 
the existence of several estate planning 
councils throughout the State through 
which attorneys, accountants, under- 
writers and trustmen have studied mat- 
ters of mutual interest. 


In another address at the Friday 
morning session, Earl S. MacNeill, vice 
president of Irving Trust Co., New York, 
described a program for organizing the 
development of trust business. This is 
summarized at page 778. 


A feature of the afternoon session was 
a presentation of the record of new 
business secured by Old Colony Trust 
Co. of Boston through cooperation with 
life underwriters. This paper, by vice 
president Basil S. Collins, is also sum- 
marized herein (see page 780). 

Also outstanding was the paper on 
trust investments and inflation, by Jack 
G. Taylor, investment officer at The 
University of Texas, reprinted at page 
502. 


Probate Practice in Texas was de- 





scribed by A. L. Hudson, assistant trust 
officer, The First National Bank of Fort 
Worth. He outlined the steps in apply- 
ing for administration, who may apply, 
priority of right to grant of administra- 
tion, time to apply, and contents of the 
application. 


Mr. Hudson went on to discuss the 
facts required to be proved and the 
method of proving a written will, and 
some of the restrictions imposed on 
the probating of a nuncupative will, con- 
testing the administration, probating 
foreign wills, and probating a will as a 
muniment of title. He closed with a 
brief discussion of the independent ex- 
ecutorship in Texas where, if a testator 
has his will drawn in such a way as 
to appoint an independent executor, the 
only control exercised by the Probate 
Court over the estate is the probating 
and recording of the will and the filing 
of an inventory, appraisement and list 
of claims. 

Other talks, not available at press 
time, were: 

Stock of Closed Corporations in 
Estates, by Chilton O’Brien, Beaumont 
attorney. 

Responsibilities of Executor under 
Estate and Inheritance Tax Laws, by 
Marvin K. Collie of Vinson, Elkins and 
Weems, newly designated Texas legal 
editor for TRUSTS AND ESTATES. 


The new officers of the Section are: 


Chairman: Clar- 
ence FE. Sample, 
vice president and 
trust officer, Mer- 
cantile National 
Bank, Dallas. 

Members of Ad- 
ministrative Com- 
mittee: Mr. Hamil- 
ton and Walter W. Scott, vice president 
and trust officer, State National Bank, 
El Paso. 
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George Sees Peak 
Taxes for 1951 


Regardless of events in Korea, Sen. 
George (D. Ga.) foresees further billion- 
dollar tax rises. He expects: corporation 
excess profits tax possibly by Christ- 
mas, certainly by early in 1951; pos- 
sibility of another general tax bill next 
year. The Senator, chairman of the Sen- 
ate Finance Committee, is one of the 
top tax managers of Congress. 
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A Residue Formula for 


Maximum Marital Deduction 


NE of the most important and 

difficult problems confronting legal 
draftsmen since the enactment of the 
1948 Revenue Act is that of drafting 
will clauses which meet the technical re- 
quirements of the law and insure the 
maximum benefit of the marital deduc- 
tion. The provision of the Act reducing 
the marital deduction by the amount of 
any taxes payable out of the share of 
the estate passing to the surviving 
spouse further complicates an already 
difficult task. 

There are two possible approaches 
for obtaining the marital deduction un- 
der a will. An interest in the decedent’s 
property may be passed on to the sur- 
viving spouse as a part of the residuary 
estate, or it may be passed to her other 
than as residue, such as by a bequest 
of money or of property. Since residue 
is customarily charged with the full pay- 
ment of all taxes assessed against the 
estate and the beneficiaries, any share 
of residue given to the surviving spouse 
must accordingly be reduced by the 
taxes payable out of such share. The 
exact amount of the deduction allowable 
for property passing to the surviving 
spouse cannot be determined until the 
Federal estate tax has been computed 
and this in turn must take into consider- 
ation the allowable marital deduction. 
Even for those well versed in mathe- 
matics the solution is not simple, in- 
volving as it does two unknowns which 
are also interdependent. 

As a practical solution to these prob- 
lems which appeared to make use of 
residue for the marital deduction inad- 
visable, the authors in writing upon this 
subject in May 1948* advocated the 
use of two trusts, the first to be created 
by a bequest qualifying for the marital 
deduction, and the second, or non- 
qualifying trust, to be set up under the 
residuary clause of the will. Similar 
conclusions on the part of other early 
writers and lecturers upon this subject 
have resulted in general acceptance of 


*“The Marital Deduction, Its Effects on Trusts,”’ 
Trusts and Estates, May 1948. 
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this device, and the residuary clause as 
the vehicle for passing property inter- 
ests to the wife has been almost com- 
pletely abandoned. Perhaps its possibili- 
ties should now be given further study. 


Use of the bequest approach for ob- 
taining the marital deduction presents 
no unusual drafting problem because 
the bequest to the surviving spouse is 
payable ahead of residue which can be 
charged with the payment of all taxes. 
The interests thus passing to the surviv- 
ing spouse are not subject to reduction 
for their proportionate share of the Fed- 
eral estate taxes and the need for a 
complicated algebraic formula is elimin- 
ated. 


Formula with Variations 


Since the draftsman is necessarily 
dealing only with estimated figures it 
is, of course, impossible to know the 
exact amount in money or other prop- 
erty values which should be bequeathed 
to the wife to obtain the maximum 
marital deduction. For this reason the 
formula approach has been almost 
universally adopted, as its flexibility 
permits the testator to pass to his wife 
the exact amount necessary to obtain 
the maximum marital deduction with- 
out the risk of unnecessarily transferring 
to her any greater amount. A typical 
formula bequest leaves to the wife “an 
amount equal to 50% of the adjusted 
gross estate as finally determined for 
Federal estate tax purposes less the 
aggregate marital deduction allowable 
for property or interests in property 
which pass or have already passed to 
my wife other than under the terms of 
this provision.” 


Such pecuniary bequest formula is 
being commonly used with at least two 
principal variations: (1) with no pro- 
vision for valuing assets distributed in 
kind in satisfaction of the wife’s be- 
quest; and (2) with a provision that 
assets so distributed be valued for such 
purpose at Federal estate tax values. 
Under both variations the executor is 


given broad discretionary powers to sat- 
isfy the pecuniary bequest to the wife 
either in cash or in kind or both but 
exclusively from assets qualifying for 
the marital deduction. 


Under the First variation the bequest 
to the spouse would be satisfied in the 
same manner as any other pecuniary 
bequest. Thus, if the amount determined 
under the formula approach is $500,- 
000, the executor at the time of making 
distribution will give the wife either 
cash or other assets having a fair mar- 
ket value at that time of $500,000. Un- 
der the Second variation the assets dis- 
tributed in kind would be valued for 
that purpose at their Federal estate tax 
values even though the fair market 
values might be substantially higher or 
lower at the time of distribution. Each 
of these variations of the pecuniary be- 
quest formula has certain advantages 
and disadvantages. 


Pros and Cons of First Variation 


Once the formula amount passing to 
the wife under the First variation has 
been determined, her interest becomes 
fixed and is not subject to fluctuations 
in value. Further, the executor is not 
confronted with any troublesome prob- 
lems in deciding whether to satisfy the 
bequest in cash or in kind. Since the 
bequest becomes fixed in terms of dol- 
lars the executor transfers to the wife 
the exact amount in money or in 
money's worth on the date of distribu- 
tion. From the wife’s standpoint it 
should make no practical difference 
whether her bequest is satisfied in cash 
or in kind or with assets which have 
increased or decreased in value. For 
example, if the formula bequest is de- 
termined to be $500,000 it will make 
no difference to the wife if on the date 
of distribution the assets given to her 
had a Federal estate tax valuation of 
$600,000 or $400,000. Inasmuch as the 
assets which she receives are not ac- 
quired by bequest, devise or inheritance 
but are acquired by her through pur- 
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chase, the cost basis of the assets in her 


hands will be $500,000. 


The disadvantages of the First varia- 
tion of the pecuniary bequest are easily 
apparent. While from the wife’s stand- 
point it makes no practical difference 
whether or not she is given assets which 
show a gain or a loss, it may make a 
substantial difference to the remainder- 
men who are usually the decedent’s 
children. If the executor satisfies the 
wife’s formula bequest of $500,000 by 
transferring to her assets which had a 
Federal estate tax value of $400,000 the 
executor will realize a capital gain of 
$100,000 on the transaction, exactly as 
though he had sold the assets for $500,- 
000 and given the cash to the wife. If 
the executor transfers assets having a 
cost basis of $600,000 the estate will 
have a capital loss of $100,000 for which 
it will realize no benefit unless it can 
be used to offset other capital gains. 
Such capital gains or losses, however, 
may be eliminated or at least held to a 
minimum by distributing to the wife 
assets showing no appreciable change 
from their Federal estate tax values or 
by balancing the increases in some assets 
against decreases in others. 


Another: objection to the First varia- 


Copyright, Cartoons of the Month 

“I could have had a whole new winter 

wardrobe if you hadn’t spent all the 
money on income tax!” 





tion of the bequest formula is one which 
is common to all pecuniary bequests. It 
is payable ahead of and to the possible 
exclusion of residue. Normally, it is the 
testator’s intention to divide his estate 
between his wife and children in a 
certain proportion. For example, he may 
wish to leave approximately one-half 
of his estate to his wife and the balance, 
after taxes, to his children. Suppose 
that the husband’s adjusted gross estate 
amounts to $1,000,000 and that it is his 
desire that his wife receive $500,000 
and that the balance of $350,000 (after 
taxes) be held for his children. If the 


estate, prior to distribution, increases to 
$1,500,000 his wife will receive only 
$500,000 and the entire balance. less 
taxes will go to the children. Conversely, 
if the estate shrinks in value to $700,000 
after the optional valuation date but 
before distribution his wife will never- 
theless receive her bequest of $500,000 
in full but only $50,000 ($200,000 less 
the taxes of $150,000) will pass to the 


children. 


— And as to Second Variation 


The Second variation of the bequest 
formula which places a Federal estate 
price-tag on assets distributed in kind 
eliminates any gain or loss upon dis- 
tribution. By giving the wife and chil- 
dren a cross-section of all of the assets 
held in the estate the executor may also 
be able to preserve the initial ratio be- 
tween the interests of the wife and 
children. Should the $1,000,000 estate 
have doubled in value at the time of 
distribution the executor could satisfy 
the wife’s bequest of $500,000 by trans- 
ferring to her assets now worth $1,000,- 
000 but which had a Federal estate 
price-tag of only $500,000. Should the 
estate have decreased in value, the initial 
proportions could be maintained by the 
same method. 
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Another advantage claimed for the 
Second variation of the bequest formula 
is the possibility it may offer to mini- 
mize the Federal estate tax payable on 
the subsequent death of the wife. As- 
sume again our $1,000,000 adjusted 
gross estate with a bequest to the wife 
of $500,000 which may be satisfied in 
kind at Federal estate tax values. By 
transferring to the wife assets which 
have declined in value the tax payable 
at her subsequent death could be re- 
duced, assuming, of course, that the 
assets do not later increase in value. 


Although the advantages of keying 
distribution in kind to Federal estate 
tax values are easily seen, the objections 
to such procedure are not quite so ap- 
parent. The basis for its use is predi- 
cated upon the philosophy that the 
family will maintain a united front and 
that the wife’s principal concern will 
be to insure the greatest ultimate ad- 
vantage for the children while they in 
turn will only ask of the executor that 
he do “what’s best for mother.” Un- 
fortunately, such family virtues cannot 
be assumed in estate planning. Even 
when the family relationship is perfectly 
harmonious during the lifetime of the 
testator it not infrequently happens that 
when his controlling influence is sud- 
denly removed petty jealousies and dif- 
ferences of opinion among members of 
the family may arise. The distribution 
of substantial wealth is quite likely to 
add fuel to any smoldering embers. 


To Sell or Distribute 


The disadvantages of correlating dis- 
tribution in kind with Federal estate tax 
values are primarily administrative 
problems which are not ordinarily given 
any thought at the time of planning 
the estate. When they materialize the 
executor will find himself in the unen- 
viable position of knowing that what- 
ever his decision may be he cannot sat- 
isfy all parties and may not satisfy any. 
Let us examine some of these admini- 
strative problems which are likely to 
arise. 


Mr. Jones leaves an estate having an 
adjusted gross value on the date of his 
death of $1,000,000. During the period 
in which the executor is liquidating as- 
sets to raise cash requirements general 
market conditions are poor and the ex- 
ecutor realizes only $400,000 from the 
sale of assets which were worth $500.- 
000 on the date of Mr. Jones’ death. 
However, market conditions improve 
and the remaining assets more than 
make up the loss on the securities sold 
so that on the optional valuation date 
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the value of the estate is substantially 
in excess of date of death values. 


When the executor prepares to make 
distribution he finds that the remaining 
securities he holds have a fair market 
value of $800,000 although their Federal 
estate tax value was only $500,000. The 
executor is given unrestricted discre- 
tionary power to satisfy the bequest to 
the wife either in cash or in kind. 
Should he so decide, he could turn over 
the entire remaining assets to the wife 
in satisfaction of her bequest. His other 
alternative would be to sell additional 
securities, pay the wife her bequest in 
cash and distribute the remaining assets, 
after payment of the capital gain tax, 
to the children. Mrs. Jones, who is a 
second wife and not the mother of the 
children, reminds the executor that all 
cash requirements have been raised and 
that she will consider any sale of addi- 
tional assets as a deliberate attempt to 
deprive her of her full share of the 
estate. The executor, relying upon his 
broad discretionary powers, may decide 
to ignore Mrs. Jones’ contention and 
salvage something for the children. 
What would his position be, however, 
if Mrs. Jones were also coexecutor? 


The converse of the above situation 
presents similar problems. Instead of 
continuing to increase in value after the 
optional valuation date the assets again 
decline in value so that at the time of 
distribution the fair market values are 
lower than corresponding Federal estate 
tax values. Mrs. Jones, for the same per- 
sonal reasons, now demands that the 
executor sell securities and satisfy her 
bequest in cash. 


Choice of Valuation Date 


Another example of the type of ad- 
ministrative problems which may arise 
involves the executor’s election as to 
whether or not the optional valuation 
date should be selected for valuation 
purposes. Mr. Smith leaves an 
having an adjusted gross value on the 
date of his death of $1,000,000. In order 
to raise cash requirements the executor 
sells securities for which he receives 
$400,000. These securities had a date of 
death value of $500,000. However, be- 
fore the expiration of the one year pe- 
riod, the remaining assets increase in 
value so that the adjusted gross value 
of the estate on the optional date is 
almost identical with date of death 
values. Which date should the executor 
select for valuation purposes? The re- 
maining assets held by the executor all 
show increases in value over date of 
death; therefore, should he elect to use 


estate 


the optional valuation date the wife’s 
formula bequest would be satisfied with 
assets having a higher price-tag and she 
would receive substantially less than if 
date of death values were used. 


It is not a sufficient answer to say 
that such a problem could arise only in 
those very unlikely cases where values 
on both dates are identical. An executor 
may occasionally elect to use one date 
in preference to the other even though 
values on such date appear to be higher. 
For example, suppose that among the 
assets of Mr. Smith’s estate are shares 
of stock in a close corporation in which 
he was the guiding influence at the time 
of his death. A short time before the 
expiration of the one year period the 
executor sells the stock for $200,000. 
Prior to the death of Mr. Smith the 
company had an_ exceptionally 
earnings and dividend record and the 
executor fears that he would have con- 
siderable difficulty in justifying a $200,- 
000 valuation for the company stock if 
date of death values were used. Even 
though the optional values may appear 
to be a few thousand dollars higher the 
executor might consider it good strategy 
to select the known values rather than 
to risk a substantial 
valuation of the company stock. 


high 


increase in the 


When and What to Liquidate 


Normally, when an executor is ap- 
pointed, he proceeds as expeditiously as 
possible to liquidate assets of the estate 
to the extent necessary to meet its ob- 
ligations. During the period after death 
in which he is raising cash it is usually 
impossible to foretell whether or not 
the optional valuation date will be used. 
Therefore, he cannot know whether or 
not the sales made during such period 
will result in gains or losses. In the 
usual case this is not a primary concern 
of the executor. 

In selecting assets to be liquidated the 
executor will usually start with those 
securities which are of a highly specu- 
lative nature and then dispose of por- 
tions of large holdings, etc. In other 
words, it is the first concern of the ex- 
ecutor to sell as quickly as possible any 
assets of a questionable nature and io 
retain, insofar as is feasible, only those 
assets which 
qualities. Usually income tax considera- 
tions are of secondary importance. Other 
things being equal, an executor should 
attempt to offset gains against losses 
on sales of capital assets; and whenever 
possible he should take losses during 
the six month period after the decedent’s 
death and postpone taking capital gains. 
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The use of the formula bequest to be 
satisfied in kind at Federal estate tax 
values adds another factor to be con- 
sidered in determining which assets 
should be sold to meet cash require- 
ments. Should the executor sell securi- 
ties which have declined in value and 
keep appreciated assets to be distributed 
to the wife at Federal estate tax values 
he will be increasing the amount she 
receives; on the other hand, if he sells 
assets showing gains and retains depre- 
ciated assets he is definitely cutting 
down the value of the wife’s bequest. In 
addition to his duty to act for the best 
interests of the estate does the executor 
have an obligation to the beneficiaries 
to weigh the possible effect of each de- 
cision upon their conflicting interests? 
The pecuniary bequest formula coupled 
with distribution in kind at Federal 
estate tax values may well make this 
necessary. 


How to Avoid Difficulties 


Prior to the 1948 Revenue Act the 
common practice in providing for bene- 
ficiaries such as a 
who were to enjoy the estate currently 
was to have them share in the testator’s 
general estate or residue. It would hard- 
ly have occurred to an attorney, prior 


wife and children 


to the advent of the marital deduction, 
to draft a will giving the wife a pecuni- 
ary bequest of an amount equal to one- 
half of the net estate as finally deter- 
mined for Federal estate tax purposes 
and leaving the residue of the estate to 
the children. What, then, is the justifica- 
tion for such a basic change in drafting 
technique? The reason, of course, is the 
fear that the use of residue would pre- 
clude the benefit of the maximum mari- 
tal deduction and make it necessary to 
resort to algebraic formulae. 


Assuming that a method can be 
worked out which will permit the use 
of residue as the vehicle for funding the 
wife’s marital trust without any reduc- 
tion for taxes, the advantages of both 
variations of the pecuniary bequest 
formula discussed above can be retained 
while at the same time the executor can 
be freed from the specter of the vexa- 
tious administrative problems inherent 
in the pecuniary bequest formula. For 
example, if the wife’s marital bequest 
is a share in the residuary estate, the 
assets she receives on distribution are 
acquired by her through inheritance and 
not by purchase, so that the cost basis 
to her will be the applicable Federal 
estate tax value. Consequently, there is 
no gain or loss problem for the executor 
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and therefore no necessity for any pro- 
vision requiring distribution at Federal 
estate tax values as under the Second 
variation of the pecuniary bequest. 
Further, since the wife and children will 
share the residuary estate in predeter- 
mined fractional shares, there will no 
longer be any conflict in interest. If the 
residuary estate has increased in value 
at the time of distribution the respective 
shares of the wife and children will in- 
crease accordingly. Should the residuary 
estate decline in value the loss would be 
borne proportionately. 


Section 812 (e) (1) (E) of the In- 
ternal Revenue Code provides that in 
determining the value of any interest 
in property passing to the surviving 
spouse there shall be taken into account 
the effect which any estate, succession, 
legacy, or inheritance tax has upon the 
net value of the interest passing to the 
spouse. Therefore, if such taxes are pay- 
able out of residue, as is the customary 
practice, the share of the wife in the 
residuary estate will be subject to re- 
duction by the proportionate amount 
attributable to her share. 

Suppose, however, that instead of 
providing for taxes to be paid from resi- 
due, the will directs the executor to pay 

(Continued on page 794) 
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New Social Security Law and 


Private Pension Plans 


HENRY W. OTIS 


Vice President, Marsh & McLennan, Inc., New York 


GOOD deal of discussion and spec- 

ulation about the effect of the new 
Social Security Law on private pension 
plans has been going on for the past 
year or so. Some of the prognostications 
were rather dire in evaluating the con- 
sequences of this 1950 version of the 
“Welfare State.” Now that we have 
the new law, a great many problems 
have been created but none of these 
even remotely points to the elimination 
of the private plan. On the contrary— 
at least so far—it seems that the private 
plan has received another “shot in the 
arm.” 

Perhaps if we look at the various 
types of pension plans we will see how 
the higher Social Security payments of 
about $25 per month and the new law’s 
broader coverage (about 10,000,000 
more people will be included) may 
affect their operation. The private plan 
very likely will fall into one of the fol- 
lowing classifications: 

1. The plan with benefits independent 
of and in addition to Social Se- 
curity payments. 

2. The plan with benefits which in- 
clude Social Security payments, 
in part or in full. 

3. The plan which gives larger bene- 
fits to or covers only employees 
who earn more than a certain 
amount, for example, $3,000 year- 


ly. 
1. Benefits independent of Social 
Security 


The older plans are most likely to be 
of this type although many have been 
amended to take credit for all or a part 
of the Social Security payment. Unques- 
tionably, plans started since 1937 in 
some way took into consideration the 
Social Security payments even though 
the two were not tied together. In a 
majority of these more recent plans, the 
benefits were set at a level which were 
considered adequate only because of the 
Social Security payment the employee 
was to receive. Thus we see that even 
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this type of plan only rarely disregarded 
the existence of Social Security. 


Several courses appear to be open 
to the employer with this kind of plan. 
If the benefits of his plan, independent 
of Social Security, are adequate, he 
can reduce the plan’s benefits on the 
basis that Social Security (both benefits 
and taxes) are now a much more im- 
portant factor and can no longer be 
ignored, Or, if the benefits of his plan 
are not adequate, he can change his plan 
to take in Social Security. This would 
be more practical and likely less costly 
than increasing the benefits of his plan 
to the point where they would be com- 
pletely adequate. Whatever the situation, 
the time has come when the plan which 
disregards Social Security will have to 
be overhauled. 


2. Benefits which include Social 
Security 


Under this heading we have two basic 
types of plans. One sets its benefits at a 
level which, when added to the em- 
ployee’s Social Security payment, pro- 
vides him with his total pension bene- 
fit. The second type is the plan with 
benefits tied to Social Security such as 
the recently negotiated plans in the 
steel industry and those of automobile 
companies like Ford, General Motors 
and Chrysler. Here again the employer 
has several choices. If he is convinced 
that his plan has been adequate and does 
not, therefore, need to provide greater 
benefits, then the larger Social Security 
payments make it possible for him to 
reduce the benefits of his plan to the 
extent of the increase in Social Security. 
This could mean a rather sizable reduc- 
tion in the cost of his plan. 


It is more likely, however, that the 
plan, even though recently started, is 
now considered inadequate. We have 
already seen this fact recognized in 
some recent changes in plans that have 
been in existence for not more than a 
year. Perhaps the most notable of these 
is the Ford Motor Company plan which 


was changed a short time ago tu provide 
larger benefits even though it was start- 
ed only last March. Reviewing the Ford 
plan might help to show, far better than 
a general discussion of the problem, 
how the matter of larger Social Security 
payments will generally be handled. 


The Ford Motor Company and the 
United Auto Workers CIO signed an 
agreement on pensions covering the five- 
year period from March 1, 1950 to Feb- 
ruary 28, 1955. Ford was the first of 
the large automobile companies to sign 
with the union. The plan provided that 
an employee reaching age 65 with 30 
years of service would receive a pension 
of $100 a month, taking into considera- 
tion the employee’s primary Social Se- 
curity payment. The plan started under 
the old Social Security Law and it meant 
that the average employee who retired 
with the required 30 years of service 
would receive about $55 a month from 
Ford and $45 from Social Security. 

Just about the time the final details 
of the plan had been put into print the 
long expected changes in the Social 
Security Law arrived. The larger bene- 
fits of the new law are a very important 
factor in the Ford plan, as will be seen 
from the figures. The $100 pension now 
would be made up of about $30 from 
Ford and $70 from Social Security. In 
other words, the benefits from Ford 
would be reduced almost 50% and the 
costs of the plan would quite likely fall 
proportionately. 

We can only assume that, when Ford 
and the U.A.W. agreed on the plan back 
in September 1949, the possibility of 
larger Social Security payments was 
considered. As a matter of fact, Con- 
gress was at work on the new law at the 
time. Notwithstanding this fact and in 
face of an agreement which has more 
than four years to run, Ford raised the 
ceiling on benefits from $100 to $125, 
which was a way of passing on the in- 


crease in Social Security payments to | 
the employee. The importance of Ford’s | 


action on pension plans generally can- 
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not be minimized. True, Ford’s benefit 
of $100 a month was topped by General 
Motors $117.50. Regardless of this, 
however, when we see a plan of such 
recent origin increased so substantially 
we have, to a large extent, the answer 
to this problem of larger Social Secur- 
ity payments—more realistic benefits. 


This is not to say that Ford’s action 
means an increase in the benefits of 
all similar plans. Some companies just 
will not or cannot go further. This 
means lower costs for these employers. 
The plans negotiated in the steel indus- 
try will have costs reduced by the larger 
Social Security payments but because 
these plans do not have a ceiling on 
benefits (the amount of pension is based 
on years of service and annual earnings 
during the last 10 years of employment) 
the problem differs from that of the 
“Ford” type plan. Without attempting 
to forecast the future, it seems reason- 
able to assume that a change in “steel” 
type plan may be an increase in the 
minimum pensions which generally are 
now set at $100 or less, including Social 
Security payments. 


3. Additional benefits to higher paid 
employees 


This type of plan generally follows 
one of two patterns. Under one, em- 
ployees earning less than $3,000 yearly 
are not covered. Under the second, all 
employees are covered but those earning 
more than $3,000 receive larger bene- 
fits than those earning less. The basis 
for these plans is, of course, the tie- 
in with Social Security. The smaller 
(or no) benefits under the private plan 
for those earning $3,000 or less were 
justified by the fact that the Social 
Security payment was based on yearly 
earnings up to $3,000, the larger bene- 
fits on the higher earnings thus com- 
pensating for the lack of Social Security 
payment. This type of plan, to get the 
approval of the Bureau of Internal Reve- 
nue, has to meet Bureau rules which 
have the effect of limiting the amount 
of the private plan’s benefits. 


Now that Social Security payments 
are based on $3,600 of earnings, many 
of these plans may be out of line with 
the Bureau regulations. Most likely 
some adjustments will have to be made 
but it would seem best to await the new 
regulations before making any change 
in benefits. 


Contributory Plans 


While the problems discussed are 
quite likely to exist under a contribu- 
tory plan, the problem we are concerned 
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with here is costs—both the employer’s 
and the employee’s. As long as the So- 
cial Security tax was held at 1% of 
earnings up to $3,000 for both the em- 
ployer and the employee, it did not 
present a real obstacle to getting the 
employee to contribute to his Company’s 
plan. Nor was the employer greatly con- 
cerned about the tax. Now, however, the 
tax rate is higher for both (1-14%) 
and it will apply to $3,600 of yearly 
earnings and not just $3,000. Further- 
more, if the scheduled increases in these 
taxes become effective, the tax will rise 
to 3-14% in 1970 for both the employer 
and employee. These taxes will be a 
very important factor in the total cost 
of pensions, 

The solution of this problem would 
be to tie in the private plan with Social 
Security. Then the contributory plan 
could set contributions at a level which, 
with the Social Security tax, would be 
a total within the employee’s ability to 
pay. This applies to the employer as 
well as to the employee. It probably 
means more integrated plans in the 
future. 


Opportunity for More Plans 


The larger Social Security payments 
may mean that now a sound program 
is within reach of the company now 
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without a pension plan. Unquestionably, 
many companies have deferred the start 
of a funded plan because of the costs 
involved in the early years of the plan 
when the past service liability must be 
amortized. Certainly such a company 
will get considerable help from the 
larger Social Security payments. The 
immediate, as well as the future, costs 
of the private plan will be reduced far 
more than is represented in the in- 
creased Social Security Tax assuming, 
of course, that the Social Security taxes 
will follow the schedule set forth in the 
new law. 


Many non-profit organizations now 
eligible for Social Security coverage 
under the new law already have pension 
plans. Some of these provide realistic 
benefits and thus the organization in 
this position must weigh the advisa- 
bility of a change in the pension plan if 
its employees become covered for Social 
Security. 


There is no single solution of this 
problem for the non-profit organiza- 
tions with pension plans. Many different 
factors are involved, such as age of the 
plan; funding basis—insured or trus- 
teed; vested rights and others. However, 
one thing will be apparent—the Social 


(Continued on page 787) 
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Ha Wh Kaew 
WHAT A WIDOW LEARNS 


HON. NEWCOMB CONDEE 


Judge of the Superior Court, Los Angeles County, Probate Master Calendar 


T is asserted that title to 65% of 

the national wealth of the United 
States stands in the names of women. It 
has been ascertained that they own 65% 
of the savings accounts and 66% of all 
United States War Bonds; they hold 
40% of the real estate titles and 74% 
of the titles to suburban homes; they 
constitute 80% of the _ beneficiaries 
named in life insurance policies, and in 
large corporations, such as the Ameri- 
can Telephone and Telegraph Company, 
form 45% to 67% of the shareholders.* 


One of the most common explanations 
is that in great-grandpa’s day the wo- 
men bore many children and labored 
long at tasks producing physical ex- 
haustion, while their husbands labored 
at healthy outdoor work and usually out- 
lived two or three wives. The theory 
is that modern women lead a much 
more healthy life, are better cared for, 
and usually outlive their husbands who 
struggle to get ahead in nerve-exhausting 
occupations. 


Whatever the reason, the statisticians 
tell us that women are now likely to 
live longer than men and that our femi- 
nine population is increasing faster than 
the male, especially in the property-own- 
ing families. 


Principal and Principle 


Today, ownership of property pre- 
sents problems that previous generations 
could not even imagine. Many factors 
have contributed to a constantly de- 
creasing return to invested capital, not 
the least being the mounting burden of 
taxes. It is very difficult to invest even 
a large sum of money in a manner which 
will yield sufficient returns to provide 
a living for the owner. 


In our grandfathers’ day $50,000 


Editor’s Note: Judge Condee presides over one 
of the largest probate courts in the world, annually 
handling transfers of over $350,000,000 in estate 
and other wealth. These excerpts are from his ad- 
dress before the Women’s Forum of the Western 
Regional Trust Conference, October 20. 


*Cf. “Women and Wealth” by Mary Sydney 
Branch (U. of Chicago Press). 
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constituted a sizeable fortune. Even in 
our own youth a quarter of a million 
dollars would be considered a great 
fortune. And yet conditions have so 
changed that today that amount, if ‘con- 
servatively invested, will probably not 
yield more than $7,500 a year gross 
before taxes. 

When minor wards in my court reach 
majority and the time comes for ihe 
guardian to deliver their property to 
them, I frequently say to the young 
person: 


“You must understand that the posses- 
sion of $200,000 does not make you inde- 
pendently wealthy in these days. It may 
ruin your life if you let the possession of 
this modest fortune interfere with the full 
development of your inherent talents.” 


“But it seems like quite a lot of money, 
Judge. I wish I had that much,” one young 
man’s attorney said. To which I replied, 


“T know just about how much business 
you do in this court and your earnings 
can very conservatively be capitalized at 
a million dollars. As a producer of in- 
come your training, ability and education, 
which is the basis of your law practice, is 
worth five times this young man’s $200,- 
000.” 

Sometimes family-held corporations 
pay a very large return on the appraised 
value. Sometimes the net return from 
real estate is very satisfactory. But this 
type of investment, of course, requires 
a great deal of energy and managerial 
ability. 


Take Care, Taxes Ahead 


In these days the effect of taxes must 
be considered in connection with every 
business decision. If the estate is of any 
considerable size, no will should be exe- 
cuted until it has been analyzed by an 
attorney familiar with tax problems. 
There is no way in which inheritance 
taxes can be avoided but there are many 
expedients resorted to which frequently 
bring about an unnecessarily large tax 
liability. One common method is to try 
to guess which of the two spouses is 
going to live the longer. 


In my law practice I had a doctor 
client who tried this. He had accumula- 
ted a considerable fortune. He was very 
sickly and was certain that he was likely 
to die at any time, while his wife was 
in robust health. This was before the 
advent of state gift taxes. So he trans- 
ferred all of his property into his wife’s 
name. Yes, the wife promptly died. He 
lived for many years and provided me 
with considerable legal business trying 
to get the title to the property straight- 
ened out, complicated as it was by the 
rights of his many children, tax liens, 
and the presumption which supports a 
wife’s title in this state. Death is certain, 
but the time of death is the most un- 
certain thing in human experience. 


Community and Joint Property 


Those who live in community property 
states are vested with the ownership of 
one-half of the family or ‘community’ 
property. Community laws 
were inherited from the Spanish and it 
was their heritage from the European 
Civil Law which grew out of the Roman 
Law. 


property 


The two great systems of law in the 
Western world—the Civil Law of conti- 
nental Europe and the Common Law 
which evolved in England—met in our 
Southwest. After violent debate at the 
California Constitutional Convention in 
1849 the Common Law prevailed over 
the Civil Law by only one vote. Even so 
the prevailing Mexican community prop- 
erty laws with respect to marital prop- 
erty rights were continued in force. 


In England the rule of primogeniture 
had been followed by which all real 
property passed to the eldest son. In 
Spain the younger son and the daughters 
shared in the inheritance and it was 
therefore necessary to protect the wo- 
man’s title. 

In the interest of minimizing taxes the 
spouses must be careful not to change 
the community character of their hold- 
ings. 
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Transfer of property by joint tenancy 
in some cases works out very satisfac- 
torily, but under other conditions may 
cause a great deal of difficulty. Its use 
does not, of course, reduce inheritance 
taxes and in some instances may prevent 
certain tax savings. It is especially use- 
ful for small estates where there may 
be only one or two pieces of real prop- 
erty, perhaps including the family home. 


Gifts, Trusts and Wills 


Use of inter vivos trusts is a useful 
way of providing for disposition of 
property in some instances. But there 
is one piece of advice that a probate 
judge is able to give to all who ask him: 
any person who gives away his whole 
estate before he dies acts against his 
own interest. The supposed savings in 
the cost of administering the estate 
should have no attraction whatsoever to 
the donor. He or she does not have to 
pay the estate costs in any event. It is 
the heirs and devisees who do so, and 
as a matter of fact the savings are usu- 
ally non-existent. 

I think it was Justice Holmes who 
said in effect that the right to make a 
testamentary disposition of one’s prop- 
erty is the most valuable and useful 
privilege of old age. 

They tell the story of the man who 
had a great deal of trouble with his 
hearing aid. His doctor gave him a new 
invisible hearing device to try out for 
a week. At the end of the week the 
doctor asked him how he liked it. 

“It was fine, doc; the best I ever had.” 
“Well,” said the doctor, “what did your 
family think about it”? “They didn’t 
know I was wearing it. | changed my will 
three times this week.” 

The popular idea that the control of 
property should be put out of the hands 
of the widow because she is likely to 
make unwise investments and may be 
imposed upon by designing swindlers, 
is greatly exaggerated. True, widows do 
make bad investments but so do men, 
and my guess is that investments made 
by women on the average turn out about 
as well, 

On the other hand, if the estate is 
large and raises many problems of tax- 
ation and reinvestment, it is certainly 
a wonderful thing to have the widow 
relieved of these many troublesome de- 
tails, just as a man who is retired from 
business is likely to place his property 
in trust so that he may be relieved from 
the burden of management. 


Two Pieces of Advice 


The advice of our hypothetical widow 
to our hypothetical wife should include: 
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Be sure that both you and your hus- 
band have a will. People who are dili- 
gent about everything else will pro- 
crastinate about executing a will. In 
good health it is something that does not 
seem imperative and it can easily be put 
off until tomorrow. When a person is 
sick, making a will has an unpleasant 
implication and is shunned. A will is 
like life insurance: it should never be 
postponed. 


A life insurance agent told me about 
the time he took the check to the widow 
to pay the insurance of a man who had 
taken out the policy only a few days 
before his death. According to the usual 
practice he solicited the widow to take 
out a new policy on her own life. She 
said, “Yes, I think I will. John was so 
lucky on his.” 

The second piece of advice from our 
widow would be that the wife see to it 
that a will is kept up to date. Every day 
we probate wills executed twenty or 
thirty years ago, usually completely un- 
suited to the changed conditions. A will 
should always be prepared to provide 
for disposition of the property as if the 
testator expected to die the next day. 
It follows that the factors are constantly 
changing. 

Examples of difficulties resulting from 
a stale will: 

A will is by law revoked by a sub- 
sequent marriage; 

Children who are not mentioned are 
pretermitted and take under the laws 
of succession, irrespective of the will; 
and grandchildren whose parents are 
deceased can also be pretermitted; and 

Wills made during a period of pros- 
perity may provide a large number of 
specific bequests which will exhaust the 
estate and leave a very small residue for 
distribution to the widow. Wills made 
in like periods may provide for elabor- 
ate trusts which are not only unneces- 
sary and impractical but excessively ex- 
pensive in view of the reduced circum- 
stances of the testator. 


Home-Made Wills and “Partnerships” 


The next item of advice would be, 
“don’t be satisfied with a homemade 
will, but get the best professional advice 
available.” A testator should avoid the 
pitfall of copying some other person’s 
will. A client once told me he had exe- 
cuted a holographic will drafted by one 
of the leading attorneys in New York 
City. It was well drafted, entirely suit- 
able to the time and place for which 
it had been prepared but would have 
caused the estate of my client no end 





of trouble and expense in this jurisdic- 
tion. 


Another reason for having expert ad- 
vice in the preparation of a will is the 
necessity of minimizing taxes by every 
legitimate means. Many thousands of 
dollars may be saved by a carefully 
worked out estate structure, the archi- 
tect of which has carefully considered 
all elements of tax liability. For instance, 
it is frequently wise for the wife to 
exercise her right to will her half of the 
community property. This can some- 
times be handled by a trust from which 
the husband receives the income during 
his life, with the remainder over to chil- 
dren or other relatives or charities. 


In the case of the young business man, 
it is frequently wise to lay out a plan 
of life insurance in anticipation of 
estate and inheritance taxes. 


Lastly, I think our hypothetical widow 
would urge a wife to maintain an intel- 
ligent and helpful interest in her hus- 
band’s business affairs. From where I 
sit and observe the able executrices who 
carry on large and responsible busi- 
nesses, I am inclined to think that the 
woman who never bothers her pretty 
little head about her big strong hus- 
band’s business is becoming more and 
more the exception rather than the rule. 
The finest marital relationships appear 
to be those that are partnerships in 
every sense of the word. 


a A & 


Bank Women Plan 
Women’s Forums 


The New York Group of the Asso- 
citaion of Bank Women held a round 
table meeting last month for the study 
of the subject, “Effective Forum Plan- 
ning.” Presiding was Miss Mary K. 
Hoyt, assistant secretary-treasurer, 
Montclair (N. J.) Trust Co. Participa- 
ting were: Mrs. Ruth Heins, secretary, 
Bloomfield (N. J.) Savings Institution; 
Miss Adele Jampole. assistant secretary 
and director of personnel, New Rochelle 
(N. Y.) Trust Co.; Mrs. Edith Lull, 
Rutherford (N. J.) Trust Co.; and Mrs. 
Nancye Staub, assistant secretary and 
assistant trust officer, Morristown (N. 
J.) Trust Co. All the speakers had con- 
ducted forums and, hence, their parti- 
cipation was of great value to the others. 


A A A 


Women Shareholders 


More than half the shareholders of 
Diversified Investment Fund are wo- 


men, according to a survey released by 
that fund. 
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considerable slack in our economy in 
terms of idle manpower and productive 
capacity. 

With the conclusion of World War II, 
when Congress with minor exceptions 
threw off all controls and our period 
of rapid inflation was underway. Price 
controls, rationing, and the other au- 
thoritarian controls can only defer in- 
flation temporarily. They never have 
been a cure. 


Reining in the Fifth Horseman 


All history points to wars and govern- 
ment extravagance as the primary causes 
of inflation. Meeting government ex- 
penses at the printing shop and through 
the issuance of government bonds to 
commercial banks has been a rival of 
war and famine among the causes of 
human misery. 


There are only two primary remedies 
for inflation. The first is a balanced 
budget and debt retirement, but this is 
hardly in the realm of possibility in the 
foreseeable future. All really effective 
measures are unpopular, and will tend 
to produce a temporary depression be- 
cause, as soon as inflation ceases, there 
must be a readjustment in prices and 
production which will mean losses and 
unemployment. So inflation runs on by 
popular consent. Economy in govern- 
ment gets little more than lip service. 
Unfortunately for a free enterprise sys- 
tem, most people grasp for such tempo- 
rary palliatives, excess profits taxes, 
price controls. There are two ways by 
which our battle can be lost: through a 
frontal military attack, and through our 
back door with inflation at the head of 
the ranks. 


Since it is not likely that we are to 
have balanced budgets in the foreseeable 
future, there is only one real chance to 
counteract inflation and that is through 
increased production if not shackled 
with direct controls such as wage and 
price restrictions and excess profits taxes. 
Our competitive profits system will work 
to full effectiveness only if capital and 
labor feel that they have an opportunity 
to gain by their own initiative. To cre- 
ate bottlenecks and hamstring our free 
enterprise system is merely to hinder 
and grind to a halt the one thing in 
which we can place any hope for a 
counteractive to inflation. As governor 
M. S. Szymezak of the Federal Reserve 
System stated: “The more we can ac- 
complish by means of monetary, credit, 
and fiscal policies within the framework 
of our free enterprise system, the less 
need there will be for the socialistic 
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harness of rationing and other direct 
controls.” 

The necessary purchasing power is in 
the monetary bloodstream, our produc- 
tive facilities and labor forces are fully 
engaged; hence, it appears inevitable 
that we will have more inflation. 

If peace should prevail or war con- 
tinue on the present scale, we may have 
a temporary lull or even a recession in 
the long-term inflationary trend. Never 
before has there been such an outpour- 
ing of civilian goods and until such 
time as our military expenditures reach 
a peak, it is quite possible that the pres- 
ent production level will cause certain 


price weaknesses and even give the ap- 
pearance of a depression in our econ- 
omy. 


Historical Conservatism 


Prior to the 1920’s, we did not have 
a great number of conservative high 
quality trust type equity investments 
available. The yield on high-grade bonds 
was around 5.5%. This relation was 
true through most of the 20’s. Further- 
more, purchasing power of money was 
improving in that period. No wonder 
that trust funds with their emphasis on 
income and safety of principal would 
be invested in high-grade bonds rather 














FACTS ALONE 
are 
not 
enough 


For many years we have functioned 





as investment brokers, serving a large number of insti- 


tutional and individual clients. The raw material with 


which we work is facts—cold statistics. 


But the true value of our function lies not in facts alone, 


but in their éterpretation—in the clear-cut and accurate 


analysis our years of experience enable us to apply to 


specific investment problems. 


Only by keeping constantly informed concerning all 


aspects of markets and securities, and by evaluating these 


trends in the light of the individual situation, are we able 


to offer the sound, comprehensive investment service our 


customers expect of us. This same character of service 


is available to you. 


R. W. Pressprich & Co. 


48 Wall Street 
NEW YORK 5 


201 Devonshire Street 
BOSTON 10 


Members New York Stock Exchange 
GOVERNMENT, MUNICIPAL, RAILROAD, 
PUBLIC UTILITY AND INDUSTRIAL BONDS 
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IB INTERNATIONAL BUSINESS 
MACHINES CORPORATION 
590 Madison Ave., New York 22 






The 143rd Consecutive 
Quarterly Dividend 


The Board of Directors of this Corporation has 
this day declared a dividend of $1.00 per share, 
payable December 9, 1950, to stockholders of 
record at the close of business on November 17, 
1950. Transfer books will not be closed. Checks 
prepared on IBM Electric Punched Card Ac- 
counting Machines will be mailed. 

A. L. WILLIAMS, Vice Pres. & Treasurer 
October 25, 1950 

















IB INTERNATIONAL BUSINESS 
MACHINES CORPORATION 
590 Madison Ave., New York 22 


The Board of Directors of this Corporation has 
this day declared a stock dividend at the rate 
of five shares for each 100 shares held, to be 
issued January 26, 1951, or as soon thereafter 
as practicable, to stockholders of record at the 
close of business on January 4, 1951. Transfer 
books will not be closed. 

A. L. WILLIAMS, Vice Pres. & Treasurer 
October 25, 1950 











Union CarBIDE 


AND CARBON CORPORATION 


UCC 


A SPECIAL DIVIDEND of Fifty 
cents (50¢) per share on the out- 
standing capital stock of this Cor- 
poration has been declared, pay- 
able in cash on December 1, 1950 
to stockholders of record at the 
close of business November 3, 1950. 


KENNETH H. HANNAN, 


Secretary 

































Southern California 
Edison Company 


DIVIDENDS 


CUMULATIVE PREFERRED STOCK 
4.08% SERIES 
DIVIDEND NO. 3 


CUMULATIVE PREFERRED STOCK 

4.88% SERIES 

DIVIDEND NO. 12 
The Board of Directors has author- 
ized the payment of the following 
quarterly dividends: 

2514 cents per share on the 
Cumulative Preferred Stock, 
4.08% Series, payable November 
30, 1950, to stockholders of record 
on November 5, 1950; 

3014 cents per share on the 
Cumulative Preferred Stock, 
4.88% Series, payable November 
30, 1950, to stockholders of record 
on November 5, 1950. 


P.C. HALE, Treasurer 


October 20, 1950 








than in fluctuating common stocks or 
real estate. 


Beginning in 1931, the advantage of 
the high-grade bond began to disappear, 
though as late as 1936, Moody’s Aaa 
bond yields averaged around 344% as 
against approximately 314% on 
Moody’s 200 common stocks. There- 
after, however, the advantage has been 
decidedly in favor of common stocks. 
Last year Moody’s triple A bond yield 
average was 2.66% as against 6.63% 
for the 200 common stocks. In other 
words, high-grade bonds yielded only 
about 40% of the amount of common 
stock yields. 


The trust fund invested solely in 
bonds has been hit in three ways: first 
through decreased interest rates as just- 
described, second through the purchas- 
ing power drop to only about 58% of 
what it was ten years ago, and lastly 
through greatly increased income taxes. 
Is it any wonder that the trend has been 
toward equity-type investments and the 
“Prudent Man Rule” and away from 
the “New York State Legal List Rule” 
and sole dependence on fixed-income 
bearing securities? 

Life insurance companies, where per- 
mitted by law, have tended in a small 
way to equity investments, particularly 
in the housing field. Many pension funds 
are begining to look toward common 
stocks to provide a modicum of pro- 
tection from inflation and an income 
with which to make the funds actuari- 
ally sound. In ten states, savings banks 
are purchasing high-grade common 
stocks; and just recently, the New York 
State savings banks took steps to ask 
the Legislature for permission to pur- 
chase common stocks. Colleges and uni- 
versities have long since turned to 
equity-type investments for income and 
protection from inflation and as a whole, 
their experience has turned out very 
well both in capital appreciation and 
income. 


The Three-Thirds Policy 


The aggressive trustee is using many 
new wrinkles in the investment of his 
funds. Best of all has been a reawaken- 
ing as to the principle of diversification 
which widespread adoption of the “Pru- 
dent Man Rule” has helped make pos- 
sible. At first, many trustees moved 
into common stocks rather warily with 
the feeling that about 25% or 30% in 
equity securities was as large an amount 
as was justified in the average trust 
fund. The more aggressive trustees 
have consistently raised their sights and 
I think it entirely possible that we will 


see a day soon when the average trustee 
will consider a ratio of from one-third 
minimum to two-thirds maximum for 
equity-type investments as entirely suit- 
able. The defensive portion of the fund 
will be invested in fixed-income securi- 
ties. The middle one-third will be deter- 
mined by the circumstances surrounding 
the trust fund and other factors such 
as the phase of the business cycle and 
the inflationary trend. 


Some trustees are looking to formula 








Dividend 


rporation 


e Directors of First Bank Stock 
Corporation, Minneapolis, Min- 
nesota, on October 18, 1950, de- 
clared a quarterly dividend of 25c 
per share and an extra dividend 
of 10c per share on outstanding 
capital stock, both payable De- 
cember 11, 1950, to stockholders 
of record at the close of business 
November 10, 1950. 


E. O. JENKINS, President 








AMERICAN . Standard 


Rapiator Sanitary 
New York CORPORATION Pittsburgh 


PREFERRED DIVIDEND 
COMMON DIVIDEND 


A quarterly dividend of $1.75 per share 
on the Preferred Stock has been declared, 
payable December 1, 1950 to stockholders 
of record at the close of business on No- 
vember 22, 1950. 

A dividend of 25 cents per share and a 
special dividend of 50 cents per share on 
the Common Stock have been declared, 
payable December 15, 1950 to stock- 
holders of record at the close of business 
on November 22, 1950. 

JOHN E. KING 


Treasurer 











THE FLINTKOTE COMPANY 


T 
ws 5 
30 ROCKEFELLER s#Q fag NEW YORK 20, 


rus [prorecnon 





A quarterly dividend of $1.00 per 
share has been declared on the 
$4 Cumulative Preferred Stock 
payable December 15, 1950 to stock- 
holders of record at the close of busi- 
ness December 1, 1950. 

A quarterly dividend of $.50 and 
a year end dividend of $1.00 per 
share have been declared on the 
Common Stock payable Decem- 
ber 11, 1950, to stockholders of rec- 
ord at the close of business Novem- 
ber 25, 1950. 


CLIFTON W. GREGG, 
Vice-President and Treasurer 


November 1, 1950 
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timing or some modification thereof as 
a means of varying the fund between 
fixed-income and e quit y-type invest- 
ments. Trustees will also be using such 
other modern developments as dollar 
averaging and investment trusts. Most 
certainly, trustees will be establishing 
more common trust funds to facilitate 
the handling particularly of smaller 
funds. All these tools mean better service 
and more satisfactory income to the 
trust beneficiary. Too often in the past, 
the life tenant, in most cases the prime 
beneficiary of the grantor, has been for- 
gotten in the insistence of trustees for 
a non-fluctuating principal. Unfortun- 
ately in the past, there have been some 
trustees who have looked merely to iheir 
own protection through fear of a sur- 
charge. 


Modern 


Today there is no such thing as a 
riskless investment. Indeed, | think the 
will be 
criticized and even surcharged for need- 


Vehicles of Protection 


time will come when trustees 


lessly investing trust funds, where other- 


wise permitted, solely in United States 
Government 
come bearing securities. 

The power of the Federal Reserve and 


Bonds or other fixed-in- 
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other Governmental agencies to control 
interest rates is seldom questioned in 
monetary circles today. And as long as 
the 244% pattern prevails, it is very 
unlikely that interest rates on corporate 
bonds and real estate mortgages will 
vary materially from those prevailing. 
Karly this year Chairman McCabe, of 
the Board of Governors of the Federal 
Reserve System, warned that the day of 
the 414% bond yield was gone forever. 
He stated, “To obtain satisfactory aver- 
age yields, institutional investors must 
increasingly seek opportunities where 
successful investment involves more than 
the skilled management of a bond or 
mortgage portfolio. . .” 

Trustees, in dealing with people in 
higher income tax brackets, are using 
more freely the benefits of tax-exempt 
municipal bonds, 

Many trustees have tended to avoid 
real estate mortgages because of com- 
petition and the problem of originating 
this type of investment. Nevertheless, a 
complete trust service should make avail- 
able mortgage investments to its trust 
accounts. 

There has been considerable objec- 
tion to common stocks because of specu- 
lative losses in the past and their fluctu- 


services for individuals and corporations. We invite your 


inquiry whenever we can be of assistance in this area. 


CITY NATIONAL BANK 


AND TRUST COMPANY of Chicago 
208 SOUTH LA SALLE STREET 


(MEMBER FEDERAL DEPOSIT INSURANCE CORP.) 


We maintain complete trust 


ating nature. Also, we have heard in 
recent years that stocks have been too 
high priced. As to the speculative losses 
what most critics had in mind were 
gambling losses suffered by uninformed 
investors in speculative stocks. Many 
good stocks are available today with 
good continuous earnings and dividend 
paying records running anywhere from 
fifteen to 100 years consecutively. 


The Fluctuation Bugaboo 


Just why there should be any great 
fear about fluctuations, however, is not 
fully understandable. Why all the need 
for a fixed principal for the trust fund? 
The fluctuations of equity investments 
provide one of their strongest points in 
that their prices will reflect growth of 
the company and the economy of the 
country. Furthermore, prices will at 
least in part adjust themselves for an 
adverse change in the purchasing power 
of money. 

There is no denial that the market 
is at present only about 20% away from 
the 1929 high. However, one should 
keep in mind that the gross national 
product is now running around 270 
billions of dollars as against 104 billions 

(Continued on page 794) 
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ome y * Pitfall in 
Fstate Planning 


DANA LATHAM 


President, Los Angeles Bar Association, and Partner, Latham and Watkins, Los Angeles 


Y subject* has been divided into a 

number of sub-divisions, the first 
of which has to do with the preparation 
of wills, and (a) the first sub-topic there- 
under with the widow’s election. Unless 
the will or the election provides other- 
wise, both may constitute an irrevocable 
contract, either at the date the will is 
signed or at the death of the husband. If 
this is true, then the need for indepen- 
dent counsel by the wife both upon the 
signing and the exercise of the election 
becomes of great importance. 

One of the first questions which arises 
in connection with a widow’s election is 
whether or not the wife’s agreement to be 
bound by the terms of her husband’s will 
requires the property subject to the elec- 
tion to be included in the husband’s tax- 
able estate. While the Treasury Depart- 
ment has made no such claim, the pos- 
sibility should not be overlooked. 

Another problem is whether or not the 
exercise of an election by the wife con- 
stitues a taxable gift by her to the re- 
maindermen named in her husband’s 
will. The Treasury Department has as 
yet made no such claim. 


A third question is whether or not the 
exercise by the widow of her right of 
election results in the realization by her 
of gain or loss measured by the differ- 
ence between the value of the property 
which she gives up and the value of the 
interest which she acquires in her hus- 
band’s estate. Again, the Treasury De- 
partment has not made any such asser- 
tion. I believe that in the ordinary case 
no such claim will be made, and by the 
same token, if made, that it could be de- 
feated. 

On the other hand, many of the prob- 
lems arising in connection with the wi- 
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dow’s election may be eliminated or 
minimized if the property subject to the 
election is segregated and made subject 
to a power of appointment by the widow 
at death or otherwise. While the granting 
of such a power would most certainly 
subject such property to an estate tax 
upon the widow’s death, I believe the 
same result will follow in any event since 
the property in question is almost in- 
variably subject to a retained life inter- 
est in the widow. 


The difficulties mentioned warrant one 
specific suggestion, namely, that both the 
will and the election should specifically 
provide that either or both may be al- 
tered or withdrawn at any time prior to 
the husband’s death. To this may be add- 
ed a further provision that the widow 
shall have up to six months or possibly 
more after her husband’s death within 
which to exercise her election which, if 
made, should be specifically irrevocable. 
The estate, the widow and their respec- 
tive counsel are thus given an opportun- 
ity after death to examine the then state 
of the law and to act accordingly, rather 
than undertaking the possibility of being 
bound now to what may later develop to 
be a disastrous course of conduct. 


Joint Wills—Support of Dependents 
(b) Joint wills of husband and wife 


apparently are in wider use than most of 
us think. They should always be ap- 
proached with caution. In the first place, 
they may constitute contracts not subject 
to change by either. At the least an irre- 
vocable contract springs into being upon 
the death of the first spouse. 


But even if subsequent freedom of ac- 
tion to either or both spouses is not im- 
portant, there is a general lack of under- 
standing of the whole subject which may 
produce expensive litigation. For exam- 
ple, the California District Court of Ap- 
peal very recently held that a joint will 
transmuted the parties’ property into 


community property, a result undoubted- 
ly not intended by the parties at the time. 


(c) I suggest that all wills contain 
specific provisions either granting or 
denying support for dependents. This is 
particularly important since the 1950 
Revenue Act eliminates any deduction 
therefor in determining estate tax liabil- 
ity. It is generally held that other pro- 
visions in the will for the dependent do 
not preclude the granting of support un- 
less the will specifically so provides. Ac- 
cordingly, failure to provide specifically 
on this point may result in the partial 
defeat of the testator’s intentions in re- 
gard to the distribution of his estate. 


(d) Wills should always contain a 
provision expressly exercising or dis- 
claiming the exercise therein of powers 
of appointment. While in California the 
Code provides that general residuary 
clauses may operate to exercise powers 
of appointment, it is still necessary to 
construe the instrument as a whole and 
the absence of express provisions may 
give rise to litigation. 

(e) Finally, may I emphasize the fun- 
damental necessity for a periodic re-ex- 
amination of every will drawn. 


Gifts—Pro and Con 


(2) A-second principal subdivision of 
this general topic has to do with the ad- 
vantages and disadvantages of gifts. 
There has never been a more favorable 
time for the making of substantial gifts. 
The 1948 Act authorizing joint reporting 
of gifts of separate property to third per- 
sons was a long step forward. The pro- 
vision in the 1950 Revenue Act eliminat- 
ing the specter of contemplation of death 
where the gift was made more than three 
years before death is undoubtedly even 
more important. 

There are significant rate differentials 
between gift and estate taxes. Further, a 
present gift involves a present tax liabil- 
ity and the cash with which that liability 
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is discharged is thus forever removed 
from the donor’s estate. There is a fur- 
ther factor which makes present gifts 
worth serious consideration. For years 
certain Treasury experts have proposed 
a complete integration of estate and gift 
taxes. This contemplates that all gifts will 
be taken into consideration in determin- 
ing the rate when death finally occurs. 
These proposals, however, have gener- 
ally provided that gifts made prior to the 
enactment of the integrating law will not 
be taken into consideration. This pro- 
posal may be revived at any time. 

There are certain problems, however, 
connected with gifts which cannot be 
ignored. First, it is elementary, although 
often overlooked, that the gift to be ef- 
fective must be complete and that in gen- 
eral no qualifying strings of any charac- 
ter may be attached. 

Again, the gift, insofar as is possible, 
should be of cash or its equivalent. The 
gift of the stock of a closely held corpo- 
ration gives rise to many problems of 
present valuation often wholly unfore- 
seen at the time. Further, assuming that 
the grantor has any choice, there is little 
tax benefit to be gained from the gift of 
property which has greatly appreciated 
in value. The donee upon sale is confined 
to the grantor’s basis. On the other hand, 
if the grantor retains such property and 
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owns it at death a new cost basis is es- 
tablished with the entire elimination of 
a heavy capital gains tax often possible. 


Finally, faced with the problem of ob- 
taining the $3,000 exclusion and to ac- 
complish this result we must avoid the 
claim that the gift is one of a future in- 
terest. To be certain of obtaining the ex- 
clusion it may be necessary that the gift 
be made to a court-appointed guardian 
even though this procedure generally is 
not looked upon with favor. 


Living Trusts and Clifford 


(3) Much of what has just been said 
with respect to gifts is applicable to inter 
vivos trusts. Revocable trusts, although 
accomplishing no savings in estate or in- 
come taxes, are often desirable from a 
practical standpoint. Such trusts may not 
only constitute a substitute for ordinary 
probate but insure continuity of opera- 
tion of a sole proprietorship, so dear to 
the heart of many testators. 

The general principle announced some 
ten years ago by the Supreme Court in 
the Clifford case still remains to plague 
every grantor of an irrevocable trust. 
Many of these problems are eliminated 
if an independent trust company, rather 
than the grantor or a member of his fam- 
ily, is named as the trustee. If income 
tax problems are to be avoided under 
this doctrine, not only must no substan- 
tial power of management be retained 
but no power to alter enjoyment of the 
income or principal may be provided 
for. 

Likewise if unforeseen estate tax li- 
abilities are to be avoided the same 





power to alter enjoyment of income or 
principal must not be present at death. 
For example, it was recently held that 
the retention of the power to become 
trustee when coupled with a specific 
grant to the trustee to accelerate distri- 
bution rendered the corpus of the trust 
subject to the Federal estate tax. 

But even if the Clifford pitfall is by- 
passed great care must be exercised to 
avoid the claim that the trust is one in- 
tended to take effect in possession or en- 
joyment at or afier death. For example, 
the Treasury recently successfully con- 
tended that an inter vivos trust had such 
an effect where its corpus consisted of 
the stock of a closely held corporation 
where no dividends had been declared 
during the life of the grantor. While the 
Technical Changes Act of 1949 is reme- 
dial in part, it by no means lays down 
a clear course of conduct which all may 
follow without fear of attack. In some 
instances, for example, when enjoyment 
is conditioned upon surviving the grant- 
or it may even create new estate tax lia- 
bilities. 


Testamentary Trusts Attacked 


(4) Another estate planning tool is 
the testamentary trust. By way of cau- 
tion may I suggest that consideration be 
given to the Treasury’s recent suggestion 
that a new tax should be imposed upon 
the death of each life tenant. This possi- 
bility should be pointed out to each tes- 
tator in that it may affect the testator’s 
decision as to when and to whom his es- 
tate should vest in complete enjoyment. 


Substantial income tax savings are 
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still available from the use of multiple 
testamentary trusts where some accumu- 
lation of income is involved. I am con- 
vinced from my own experience that in- 
sufficient use of this legitimate tax saving 
device is being made. The creation of 
such trusts presents no great problem; 
it is only necessary that the will with cer- 
tainty create these separate trusts. In the 
event of doubt the Treasury, of course, 
will contend that but one trust is in- 
volved. 


Life 


(5) Life insurance continues to be an 
important factor in estate planning. In- 
surance payable to the estate and ac- 
quired for the purpose of securing li- 
quidity itself falls into the estate’s top 
tax bracket. On the other hand, great 
benefit may be secured where, because 
of an early demise, the premium pay- 
ments fall far short of the net insurance 
proceeds after payment of estate tax. 


Insurance Phases 


But there is one fruitful field for legi- 
timate estate tax savings through the use 
of life insurance that is probably too lit- 
tle used. I refer to the purchase of insur- 
ance from separate funds by other mem- 
bers of the decedent’s family. If the for- 
malities are observed, such insurance 
comes to the family member free from 
tax. It may then either be loaned to the 
estate or used to purchase estate assets. 
By these means the estate may be placed 
in funds without subjecting said funds 
to a substantial estate tax. Of course, any 
indirect payment of the premiums by the 
decedent will completely destroy the tax 
benefits sought. 
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But regardless of whether new insur- 
ance is acquired by the decedent or any 
member of his family, no estate plan can 
be effective without a painstaking review 
of the entire insurance picture, particul- 
arly as it may affect the marital deduc- 
tion and apportionment of death taxes. 


Marital Deduction 


(6) I shall make no more than a pass- 
ing reference to the marital deduction so 
far as Federal estate taxes are concerned. 
The use of the formula method in order 
to arrive at the maximum marital deduc- 
tion is, in my judgment, amply warrant- 
ed in most cases. This should be true re- 
gardless of the administrative difficulties 
which will thereby arise in connection 
with the probate of the estate. On the 
other hand, a present attempt to fix the 
dollar amount of the marital deduction 
obviously involves the consideration of 
many basic unknowns. 

California now provides for a marital 
exemption. In general, it purports to fol- 
low the Federal pattern but on a much 
simpler plane. There is one important 
difference, however. Whereas in the Fed- 
eral law it is described as a marital “de- 
duction” and thus comes out of the es- 
tate’s top tax bracket, so far as the State 
of California is concerned, it is a marital 
“exemption” and thus comes out at the 
bottom. 

Estate planning is obviously not con- 
fined to the consideration of documents 
testamentary in nature. The true estate 
planner should knew all about the busi- 
ness of his customer or client. One exam- 
ple of failure to consider every pertinent 
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problem will suffice. Many testators are 
members of fiscal as opposed to calen- 
dar-year partnerships. The death of the 
testator may result in the pyramiding of 
income within a calendar year with a 
resultant heavy income tax liability 
which may deplete estate resources. The 
courts have recently held that if the part- 
nership instrument so provides and the 
state law does not prohibit, the death of 
a partner will not end either the fiscal 
year of the surviving partners or of the 
deceased partner. It is obviously impor- 
tant to make sure that our testator’s arti- 
cles of partnership so provide. 
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Taxes Leave 86 Britains 
Over $16,800 a Year 


Only 86 people in England were left 
with more than $16,800 after taxes, 
for the fiscal year 1949, according to 
the recent report of Britain’s Commis- 
sion of Inland Revenue. Should the 
Britain earn more than $56,000 a year, 
he has to pay taxes amounting to $2.73 
out of every $2.80 of it. The number of 
persons with incomes of more than 
$56,000 a year before taxes is now 
2,300 as compared with 2,100 before 
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Statement of Condition October 4, 1950 


ASSETS 
Cash and Due from Banks 


United States Obligations—Direct and fully Guaranteed 


Unpledged , 
Pledged—To Secure Public Deposits and 
Deposits Subject to Federal Court Order 
To Secure Trust Deposits 
Under Trust Act of Illinois 
Other Bonds and Securities ‘ , » 
Loans and Discounts 
Real Estate (Bank Building) 
Federal Reserve Bank Stock ‘ 
Customers’ Liability Account of Acceptances 


$ 567,394,505.59 


$ 658,235,295.22 


168,597,047.07 

55,008.376.60 
512,000.00 882.352,718.89 
‘ , ‘ 126,887,325.82 
$46,735,286.34 
2.283.316.86 
4,650,000.00 
3,599,994.38 


Interest Earned, not Collected . . P . 1,919,526.83 
Other Assets . ° ° . . . ° ° ° ° 812,703.89 

$2,439,665,378.60 

LIABILITIES 

Capital Stock .  . St. » «~~ « $ ~~ 75,000,000.00 
Surplus. , ‘ ‘ . ; , ‘ ‘ « . 80,000,000.00 
Other Undivided Profits . ; ° ‘ 6,862,195.43 
Discount Collected, but not Earned. , . ‘ ‘. ‘ 1,333,498.68 
Reserve for Taxes,etc. . : ; . : . , ; 22,779,561.91 
Liability Account of Acceptances. ° 4,485,544.59 


Time Deposits , ; : ° ° ° 
Demand Deposits. , ° ‘ ° 
Deposits of Public Funds. r 
Liabilities other than those above stated 
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A Touch « Immortality 


LEROY B. STAVER 


Trust Officer, United States National Bank, Portland, Oregon 


ODAY, as they did ages ago, men 

accumulate assets during their pro- 
ductive years on earth. The word “as- 
sets” is usually taken to connote tang- 
ible properties—bank accounts, bonds 
and stocks, real estate, business interests 
and the like. Such properties constitute 
man’s material estate. The law has wise- 
ly and justly established his right. not 
only to acquire such properties while 
he lives, but also to pass them on to 
others at his death. 
other assets which man 
and which may call 
his experience, his wis- 


There 
may acquire 
inc yrporeal 


are 
we 


dom, his sympathy and kindly guidance. 
These are not capable of inheritance by 
any mortal means, but fortunately the 
law has placed within his reach the 
power to devote even these assets, in at 
least some degree, to the protection and 
care of his family after he is gone. 

There are two methods of taking ad- 
vantage of this privilege. One is the 
will—not the simple copybook will leav- 
ing the entire estate to the wife and chil- 
dren with a final word of endearment. 
but one carefully planned to provide 
continued care for the estate and loved 
ones. The other method is through a 
trust established by the owner of the 
property during his lifetime. Both meth- 
ods are effective in taking full advantage 
of this privilege of continuing to share 
in the leadership and guidance of the 
family. 


The Play of the Years 


In writing his Last Will and Testa- 
ment a man is in much the same posi- 
tion as a playwright. His cast of char- 
acters is his beneficiaries—usually the 
immediate members of his family. His 
“understudies”’—the substitutes for the 
original cast—are the alternate benefi- 
ciaries, ordinarily more remote relatives 
or charitable organizations. His assets 
stocks, bonds and other properties— 
are the props and scenery around which 
the performance revolves. His plot is 
the plan he has conceived for the guid- 
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ance and protection of his beneficiaries. 
The will or trust is the manuscript of 
the play, the device through which the 
playwright projects himself and his 
ideas into the future performances. 

To follow this analogy let us look at 
the action which takes place following 
the death of a businessman as it might 
appear if written in the form of a play. 

John Grant has a wife, a son aged 17 
and a daughter 12. His will names his 
bank as executor and trustee and makes 
provision for his estate to be retained 
in trust, for the care of Mrs. Grant and 
the education and welfare of their chil- 
dren. At the time of his death John’s 
estate includes, in addition to personal 
effects, a successful printing business. 
He owns his home, various bonds and 
stocks and a modern apartment pur- 
chased as an income-producing invest- 
ment. 


The curtain opens on Scene 1, Act 1. 
The time: shortly after John Grant’s 
death. The place: the office of his law- 
yer. (This is the dramatic moment you 
have seen portrayed many times on the 
screen and on the stage.) John Grant’s 
will is opened and read to his family. 
This is not a legal requirement but a 
mark of respect. 


Scene 2 occurs in the Probate Court. 
The lawyer brings John Grant’s will to 
the court. The witnesses are present. 
The will is presented to the Judge and 
the witnesses testify that John Grant 
signed it in their presence and that he 
was of sound and disposing mind. The 
Judge signs an order declaring it to be 
the last will and testament of John 
Grant and appointing the bank to serve 
as executor. 


Acts II and III cover the period in 
which the estate is in process of admin- 
istration through the Probate Court. 
These are important acts because a great 
many things are done in this period 
requiring a thorough and exact fore- 
knowledge of the technical action to be 
taken. Since there are certain require- 
ments of law to be complied with in 
every such administration, the maker 


of the will has little opportunity to 
modify the performance. 


Enter the Trustee 


Act IV: the action commences imme- 
diately upon the close of the court ad- 
ministration of the estate, perhaps fif- 
teen to eighteen months after John 
Grant’s death. The estate has been dis- 
tributed and the trustee begins to func- 
tion. Now we begin to witness the in- 
finite variations of the plot conceived 
by our playwright. In this act his power 
to project his hopes and thoughts into 
the future actions of his beneficiaries 
may be given full sway. 

Scene 1 takes place at the office of the 
trustee who assumes active management 
of the investments, the business and 
the real estate. The trustee consults with 
the widow as to the amount of her nor- 
mal financial needs, the educational re- 
quirements of the children and other 
family plans for the future. It confers 
with the key employees and department 
heads of the business and works out 
details for continuation of its operation, 
(as was also done during the period 
of the estate administration). An in- 
vestment program is adopted, geared to 
the ages and financial requirements of 
the beneficiaries and the provisions of 
the will. 


The trustee files the income tax re- 
turns as they become necessary. It pays 
the real estate taxes on the home and 
on the apartment building, maintains 
the insurance, sees to the repair and 
maintenance of the buildings, collects 
the rentals and supervises the many 
other details. At periodic intervals the 
trustee submits a detailed report to the 
family, showing all sums of money re- 
ceived and their source, and showing 
every disbursement made, to whom paid 
and for what purpose. 


Scene 2 takes place in the family 
home. The family life continues as near- 
ly normal as possible with the father 
and head of the family no longer pres- 
ent. The widow has a fixed income upon 
which she may rely without financial 
worry. Her home is maintained for her, 
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taxes and insurance paid and income 
tax returns prepared. In the absence 
of the husband she turns to the trustee 
for help or advice on personal and fam- 
ily matters — whether to purchase a 
smaller home in place of the family 
residence, the future schooling for the 
children, special expenditures for travel, 
purchase of a new automobile and the 
multitude of other problems which were 
formerly discussed with John Grant as 
the family counselor. 


Scene 3 is again in the office of the 
trustee. The Senior Trust Committee is 
making its regular review of the trust 
provisions, the business, the investments 
and other properties, and making invest- 
ment changes as market and financial 
conditions may dictate. We see the bene- 
ficiaries at the trust officer’s desk talk- 
ing over the affairs of the trust and 
their own personal problems. 


Scene Shifts to Business 


The scene shifts to the office of John 
Grant’s printing business where senior 
employees and department managers 
meet at regular intervals with the repre- 
sentative of the trust department to dis- 
cuss management and policy matters 
in much the same way as was formerly 
done with John Grant. We also see 
John Grant’s son, now a college gradu- 
ate in the employ of the business, who 
sits in on the management conferences 
and is given increasing responsibility 
as he gains experience. 


The next scene returns to the family 
home. Some years have passed, and 
John Grant’s widow dies. The son has 
now reached an experienced maturity 
and the trustee distributes to him the 
stock of his father’s 
daughter’s share remains in trust for 
her benefit under the same management 
procedure and services as were received 
by her mother. 


business. The 


The final scene: Same setting, some 
years later. The daughter’s share of the 
estate is handed over to her, invested 
in sound securities. The son is manager 
and sole owner of his father’s business 
and through the gradual transfer to him 
of management duties he has become a 
worthy successor. The trustee’s duties 
are fulfilled, and the curtain falls. 


To carry this simile one step further, 
we may liken the executor and trustee 
to the Stage Director. The lawyer is 
the Technical Advisor who drafts the 
manuscript and aids and advises the 
Stage Director in the execution of the 
actual performance. For these two posi- 
tions only does the maker of the will 


have freedom of selection. His cast of 
characters is fixed and his props can- 
not be materially changed. Just as the 
successful presentation of a Broadway 
play requires talent and experience, so 
does the successful administration of a 
trust. 


A A A 


Council News 


Roanoke (Virginia) Estate Planning 
Council held its initial meeting on Oct. 
13, with Lester I. Bowman, tax attorney 
of Petersburg, as the principal speaker 
on the Revenue Act of 1950. Mr. Bow- 
man was connected with the Income 
Tax Division of the Department of Jus- 
tice for a number of years. This council 
is made up of a number of the leading 
life underwriters and _ representatives 
from all of the Trust Departments in 
Roanoke, Virginia. 

Chattanooga Estate Planning Coun- 
cil’s meeting on Oct. 28 was featured by 
a talk by John A. Witherspoon, trust 
officer of the Third National Bank in 
Nashville. Mr. Witherspoon outlined the 
functions of the four members of the 
estate planning team: underwriter, 
trustman, attorney and tax consultant. 

Philadelphia Life Insurance and 
Trust Council on Nov. 2 heard W. Gibbs 
McKenney, Esq., of Lowe and McKen- 
ney, of Baltimore, discuss “The Chal- 
lenge of Estate Planning—1950.” 

The season’s opening meeting for the 
Fort Worth Trust Council was held 
October 15, with a discussion on “1950 
Income Tax Amendments and Their Im- 
plication Upon Business,” conducted by 
Jay A. Phillips, senior partner of J. A. 
Phillips, Sheffield & Co., Certified Ac- 
countants of Houston. 

Projected for future discussions are: 
Community and Separate Property; 
Practical Pointers in Drafting a Will; 
New Tax Amendments, Recent Regula- 
tions, and Decisions; Problems Sur- 
rounding the Purchase of Life Insurance 
for Payment of Estate Transfer Costs; 
Life Insurance to Provide Income—In- 
sured and Beneficiary; and Do’s and 
Don’ts in Making a Trust.” 


A A A 


Estate to Repay Depositors 


When Ollie Lutteken, of Rhodes, Ia., 
died recently, it was found that in his 
will he directed that his $144,766 estate 
be used to pay off depositors in his bank 
which failed in 1930. Attorney for the 
estate said nearly 200 persons and or- 
ganizations will receive from $10 to 
$400 each under the will. 
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Real Estate for Trusts 


OPPORTUNITIES FOR INVESTMENT AND RETURN 


LOUIS J. PFAU, Jr. 


General Partner, Coldwell, Banker & Co., Los Angeles 


HE thinking in conjunction with 

trust investments is rapidly chang- 
ing and it will not be long before people 
in charge of trust funds will, if they are 
not already doing so, be giving some 
thought to investments in real estate. 

The trustee of today must be more 
than a custodian of funds and far bolder 
in its investment procedure. Only a 
very large estate will produce a living 
income today on conservative bond in- 
terest. Trustees should take into consid- 
eration the needs of the beneficiaries 
even to the extent of possibly sacrificing 
some stability for income or possible 
capital gain. 

In the last few years many millions 
of dollars worth of real estate have been 
purchased by insurance companies. A 
short time ago we sold all of the build- 
ings owned by two of our large depart- 
ment stores to two different insurance 
companies. The department stores took 
back leases on these properties for a 
long term of years at a low return but 
one which amortizes the entire invest- 
ment after interest during the initial 
lease period. In many leases of this sort 
the tenant has an option to renew its 
lease after the initial period of 30 years 
(or whatever term it may be) at a very 
low rate of interest on the investment. 
The insurance company has amortized 
its entire investment with a satisfactory 
rate of interest and any return on this 
investment after that is so much profit. 


We have also made many smaller 
sales to insurance companies and insti- 
tutions. The demand for these properties 
has become so great, however, that the 
interest rate has gradually decreased, 
and one of our latest sales of a Wool- 
worth property with a 30-year lease was 
made with a net return on the minimum 
guaranteed rental of less than 5%. There 
is a percentage feature in the lease and 
it is possible that the owner will re- 
ceive some excess rental. 


We have recently been advised that 
several underwriting houses are now in- 


Excerpts from address before Western Regional 
Trust Conference, Oct. 18. 
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terested in buying entire real estate de- 
velopments on which they would issue 
preferred and common stock. One large 
insurance company has already pur- 
chased a couple of these suburban devel- 
opments for its own account. 


Smaller Business Properties 


It is more important that I discuss 
the smaller investments in the best busi- 
ness properties, which means properties 
in good towns on the right side of the 
street and only in the best blocks. Every 
town and city has only a few blocks of 
choice business property. One side of the 
street may be worth a great deal more 
than the other. As a rule the better side 
is the shady side. The better side of the 
street and the best blocks will always be 
where the best tenants are located. In 
some towns the owners on the sunny side 
are more willing to improve their prop- 
erties than the ones on the shady side, 
thereby gaining better tenants. After this 
is once done it is impossible to change 
the trend, and most of the smaller ten- 
ants will follow these major concerns. 


The greatest of care must be taken in 
the purchase of business properties, and 
particularly the smaller ones, where one 
is not purchasing the credit of the ten- 
ant. Our experience has convinced us 
that the 100% business properties in 
small towns are far safer and better to 
own than fringe properties in the larger 
cities. Every town and city stretches out 
during a boom and the inexperienced 
buy these properties on the fringe. Dur- 
ing good times these properties are rent- 
ed and probably pay a good return, 
but the moment we have a depression 
these main streets shrink back like an 
accordion into the few best blocks. You 
will very rarely find a vacancy for any 
duration in the two best blocks on the 
best side of the street of any good town 
or city. These 100% locations can al- 
ways be rented, possibly at a lower ren- 
tal than was received during the boom 
times, but sufficiently high to pay a fair 
return. On the other hand, the stores on 


the fringe and outside of the 100% dis- 





trict might stand vacant for 


months and sometimes even years. 
Real 


stocks 


many 


estate is not unlike common 
or securities except that the 
change comes more slowly than in the 
average security. If the purchaser of 
real estate is not familiar with every 
move in the town or city in which he is 
investing, it is possible that he will learn 
at some later time that he has purchased 
a property which looks all right today 
but will soon be out of the 100% dis- 
trict. 

from business real estate 
varies just as does income from securi- 
ties. If you want only the very best and 
safest, your income will be low but se- 
cure. If you are willing to gamble a bit 
with lesser tenants, you can very often 
have a large income. 


Income 


Real estate is a wonderful hedge 
against inflation. The difficulty is in find- 
ing that good real estate for sale at the 
proper price. Of course, to protect 
against the hedge in inflation you must 
either have short leases or percentage 
leases. 

There are many new business develop- 
ments in all parts of the country and 
many of the new small developments will 
fall by the wayside. A market and a few 
small stores does not make a sound dis- 
trict. A new development, to really be 
sound, should have some of the major 
tenants and a department store, if possi- 
ble. Beware of the weak suburban de- 
velopment. 


Percentage Leases 


Most people do not realize the im- 
portance of good management of their 
real estate holdings. Most good, honest 
concerns can collect rents (particularly 
in good times) and do the bookkeeping 
but management is far more than that. 
The management should be aware of 
changes and trends. 

Properly leasing or renting the prop- 
erty is most important. In small towns 
where the landlord and tenant are friends 
we find many properties almost ruined 
with poor leases. In most cases there 
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are no percentage clauses in the leases 
and the tenant usually has options. 


Before we had managed economy and 
when we were quite sure of our cycles 
we tried to have our lease terms end on 
the top of the curve or at least on the 
way up and I believe we should still try 
to work on that theory. The percentage 
lease, however, has to some extent elim- 
inated that necessity except where the 
minimum guarantee is the full rent value. 
There are many varieties of percentage 
leases and, if properly applied, this is 
the fairest type of lease. If the business 
of the tenant is the proper one for the 
location and if the tenant is the best in 
its field and is paying the proper per- 


Missouri’s 
Largest 


Fiduciary 


This company engages 
only in the trust busi- 
ness. It does no banking 
business. It accepts no 
deposits subject to 
check. 


It administers more 
trust property than any 
other Missouri financial 
institution. 


It is the oldest trust 
company in Missouri. 


For ancillary service 
in Missouri or South- 
western Illinois consult 


ST. LOUIS UNION 
TRUST COMPANY 


ST. LOUIS, MISSOURI 


Affiliated with the First National Bank 
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centage, then the highest possible rent 
should be obtained for the particular 
property. 

The percentage tables give a wide 
range of percentages for each business 
which means that one must be familiar 
with the volume-getting ability of the 
particular tenant in order to make the 
right decision. For instance, one drug 
tenant willing to pay 6% on sales will 
do a volume of only $200,000 in a given 
location while another drug tenant who 
will only pay 3% on sales might do a 
volume of $800,000. In this case the 3% 
tenant pays twice as much rent as the 
6‘~ tenant. There are some major ten- 
ants whose volumes over the years have 
been so great that they are able to have 
buildings built for them on a straight 
percentage basis with no minimum guar- 
antee. 

We have made leases on a percentage 
basis with a recapture clause at the end 
of a certain number of years or at the 
end of each year if the tenant’s volume 
did not produce a certain rental, and in 
some cases the tenant is allowed to make 
up the difference each year. Since the 
tenant will only make up the difference 
in good years and give the property back 
when conditions are bad or when the 
property has declined in value, this is 
not a very good procedure. 

Most people do not feel competent to 
handle their security investments but 
feel fully confident to manage their real 
estate investments. Our experience has 
proved in many instances this self-con- 
fidence is misplaced and individuals as 
a rule have neither the time, facilities, 


nor training to handle their own real 
estate investments. 


The best thing to say about selling is 
to sell without hesitation whether the 
sale results in a loss or a profit when it 
is decided that the continued holding of 
the property might be hazardous or if a 
switch to a better property would be ad- 
vantageous. It is far easier to do nothing 
and just hold the property, but that’s not 
good management. You wouldn’t do it 
with securities — would you? 


A A A 


Personal Income Up; 
Banks Give Pay Raises 


Total personal income in the 12-month 
period from August 1949 to August 1950 
increased $19 billion, according to a re- 
cent Commerce Department report. 
About two-thirds of the increase was due 
to expansion of non-farm payrolls. 
About 40% of the private, non-farm in- 
crease was attributed to greater employ- 
ment, 20% to longer hours, and the bulk 
of the remainder to advances in basic 
wage rates. 


The entire staff of the Anglo Califor- 
nia Bank of San Francisco received sal- 
ary raises coincidentally with notice of 
increased dividends to the bank’s com- 
mon stock holders, it was announced last 


month by Allard A. Calkins, president. 
Girard Trust Co., Philadelphia, an- 


nounced increases in salaries for all staff 
members below the rank of vice presi- 
dent. Adjustments have been made to 
give higher percentage increases for 
those in lower pay brackets. 


Estate settlement problems 


Beneficiaries 


Real Estate Holdings 


in Rhode Island? 


Financial Interests 


Estate Creditors 


Call on New England’s oldest trust company for competent 
cooperative assistance with any fiduciary matter. 
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MUTUAL FUNDS AS INVESTMENTS 


FOR PROFIT-SHARING TRUSTS 


DUDLEY F. CATES 


Manager, Mutual Funds Dept., Kidder, Peabody & Co., New York 


LEXIBILITY is both the strength 
F ana the weakness of Profit-Sharing, 
but there has been a tendency to over- 
emphasize the aspect of weakness. Since 
the contributions from profits cannot 
be predicted over a period of years in 
advance, labor groups have generally 
favored the fixed dollar incomes of $100 
or $150 monthly upon reaching retire- 
ment age that are guaranteed under 
most pension agreements. 


During the past ten years the persist- 
ent and alarming decline in the “real” 
value (i.e. purchasing power) of the 
dollar and the widespread increase in 
economic literacy have modified some- 
what this insistence upon fixed dollar 
retirement benefits. The pensioned em- 
ployee of 1950 needs about $165 to 
maintain the standard of living afforded 
by $100 only a decade ago. 


By the recent raise of the benefits 
under Old Age & Survivors Insurance, 
a higher “floor” of fixed dollar retire- 
ment income has been placed under the 
supplemental plans developed by pri- 
vate industry, but these are not intended 
to provide more than a minimum re- 
tirement income. Moreover, private pen- 
sion plans providing definitely deter- 
mined payments can offer little or no 
protection against the continuation of 
“dollar erosion.” The Profit-Sharing 
Trust, on the other hand, can and 
should provide some flexibility of in- 
come and principal to help protect the 
“real” value of benefits and narrow the 
gap between inflexible dollar benefits 
and the gradually increasing cost of 
living. 

Tempering Risks 


Mayo A. Shattuck, former president 
of the Massachusetts Bar Association, 
recently stated that pension trusts are 
essentially annuity devices, complicated 
by very troublesome mortality factors. 
He added that the Profit-Sharing trust 
is not an insurance function (although 
insurance policies can be used at a later 
stage) and remains a true “trust” func- 
tion. As to the former, most authorities 
agree that pension trust investments 
should be largely in “riskless” dollar 
obligations, in view of their contractual 
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nature. Since they do not require a high 
degree of liquidity, a conservative ad- 
mixture of stocks with sound bonds is 
considered suitable investment policy, 
as a means of reducing employers’ costs 
through added income. Profit-Sharing 
trusts, on the other hand, should be in- 
vested in securities which will promote 
the quite different purposes for which 
Profit-Sharing trusts are established. 
Generally speaking, such securities 


should be able to: 
A. Produce more generous income, 


B. Protect “real” principal, irrespec- 
tive of dollar amount, 


C. Provide employees with an own- 
ership interest in business, equiva- 
lent to a “stake” in the free-enter- 
prise system. 


Some trustees still favor the employ- 
ment of “riskless” securities despite the 
need for other types. Some prefer the 
use of equities representing ownership 
in their own corporations, but one po- 
tential danger in such investment stems 
from the fact that both employees’ sal- 
ries and retirement benefits become de- 
pendent upon the success of a single 
enterprise. This might result in lowered 
income and principal value at a time 
when withdrawals were the greatest. 


Most trustees follow the principle of 
diversification of securities and indus- 
tries. In this manner they can achieve 
income appreciably greater than the 
214-3% available from high-grade 
bonds, and obtain some flexibility to 
offset the effects of inflation. It is here 
that Investment Company shares, or 
Mutual Funds, are playing an increas- 
ingly important role. The chief reason 
is the importance of professional man- 
agement and supervision. Dr. Sumner 
H. Slichter, Lamont Professor of Busi- 
ness Administration at Harvard, re- 
cently reviewed the problems of small 
investors as follows: 


“The Government would help the 
small saver if it were to bring out a 
savings bond payable in a fixed 
amount of purchasing power, rather 
than a fixed number of dollars. . . . 
The small saver cannot ordinarily 
afford the help of an investment 


counsellor. Perhaps, unless the gov- 
ernment brings out a suitable savings 
bond, the best solution for the small 
saver is to put a large part of his 
funds into the of well- 
managed investment trusts.” 


securities 


Buying Managerial Experience 


Profit-Sharing trustees are in a posi- 
tion, of course, to hire capable invest- 
ment management in a number of ways. 
However, as a general proposition, Mu. 
tual Fund shares lend themselves to the 
requirements of Profit-Sharing trusts 


for these reasons: 


A wide choice of types and man- 
agements is always available, with 
adequate diversification of securities. 

Funds are in permanent registra- 
tion with the S.E.C., subject to the 
Investment Company Act of 1940 
and various state regulations. 

Economy of time and effort result 
from the convenience of a single par- 
ticipation certificate in an entire fund. 

Performance and management rec- 
ords are available to guide trustees 
in selecting those funds which oper- 
ate in accordance with their long- 
range objectives. 

Although initial acquisition costs 
are, in some cases, greater than the 
cost of buying the corresponding in- 
dividual securities, trustees obtain 
maximum protection against the dual 
hazards of “under-supervision” and 
“over-trading” which often prove far 
more expensive and such expenses as 
custodianship, involved tax account- 
ing, and record keeping are substan- 
tially reduced. 

Full-time responsibility for port- 
folio supervision is vested in trained 
and unbiased professional managers. 


Another prominent economist, Pro- 
fessor O. Glenn Saxon of Yale Univer- 
sity, summed up these advantages in his 
booklet “Mutual Funds and the People’s 
Savings”: 

“The time-tested, successful record 
of performance of the mutual com- 
panies eliminates the great risks in- 
volved in selecting managers . . . of 
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endowment, trust, and pension funds. 
Trustees . . . can be relieved of on- 
erous administrative duties and re- 
sponsibilities by reliance on such 
proven management. Economies in 
administration and accounting are 
not to be ignored. All these advan- 
tages are available to the trustees of 
labor union, welfare, and other pen- 
sion funds which may in the future 
constitute a major factor in the flow 
of capital into business and industry.” 


A survey conducted in March, 1950, 
by Kidder, Peabody & Co. showed that 
184 pension and Profit-Sharing trusts 
were identified as owning shares in 22 
different Mutual Funds. 

Because most Mutual Fund shares 
are available through authorized invest- 
ment dealers, they normally entitle the 
purchaser to the added advice and as- 
sitance of experienced retailers in se- 
lecting the right funds out of the scores 
now available. 

A A A 


Investment Trust Shares 
in New Hampshire 

Thirteen investment trusts qualify as 
legal investments for savings banks in 
New Hampshire, according to Bank 
Commissioner Clyde M. Davis. Speaking 
at the recent joint meeting of the N. H. 
Bankers Association and Savings Banks 
Association, the commissioner pointed 
out that shares of only eight trusts were 
held as of the reports for June 30. 
These investments. held by 11 of the 
43 banks in the state, aggregated $420.- 
O00. 

> & 2 


Association Issues 


Mutual Fund Study 


Public interest in investment com- 
panies induced the Savings Bank Asso- 
ciation of New York to publish in book- 
let form a study of those companies for 
use of bank officers. The four-page study 
covers mutual funds and deals with 
“Advantages,” ‘‘ Possible Disadvan- 
tages,” “Comparisons with a Mutual 
Savings Bank Account,” and “Invest- 
ment Company Shares in a Personal 
Savings Program.” 

A A A 


Policy on Voting 
Trusteed Stock 


The A.B.A. Trust Division’s “State- 
ment of Policy for Voting Shares of 
Stock Held in Trust Accounts.” which 
was originally promulgated in 1944 (see 
July, 1944 T.&E., p. 77) has been re- 
affirmed by the Executive Committee. 
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PROFIT - SHARING 
RETIREMENT PLANS 
ARE Different 


Are you aware of the fundamental differences between 
Pension plans and Profit-Sharing retirement plans? 


Why the P.S.R. plans appeal to conservative manage- 
ment from the corporation’s standpoint .... ? 


Why they appeal to managers from their stand- 
ee 


Why they appeal to shareholders .... ? 


A terse summary of Profit-Sharing Retirement Plans (five 
minutes reading time) is available in our new booklet 
— and our “Standard Plan” shows how they can be set up 
with a minimum of difficulty. Both are yours for the asking. 
Just write, mentioning “Trusts and Estates”, requesting 
booklet and plan, to 


DISTRIBUTORS GROUP, Ine. 


63 Wall Street 
New York 5, N. Y. 





The 


Bond Fund 


OF BOSTON 


Massachusetts Investors Trust 


MASSACHUSETTS 
INVESTORS SECOND FUND 


-Doston Fund 





A prospectus relating to the shares of any of these separate 


investment funds may be obtained from authorized dealers or 


VANCE, SANDERS & COMPANY 
111 DEVONSHIRE STREET 
BOSTON 


NEW YORK CHICAGO LOS ANGELES 
61 Broadway 120 South LaSalle Street 210 West Seventh Street 
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“SERVICE oe 


IN FLORIDA. 


Trust Department 


First National. 


a Csbande 


ORLANDO 
FLORIDA 


MEMBER FEDERAL DEPOSIT 
INSURANCE CORPORATION. 


Fund 


INC. 


An Open-End Investment 
Company 


: Prospectus may be obtained from 
your authorized dealer or 


: HUDSON DISTRIBUTORS 


Inc. 


Principal Underwriter 


135 S. La Salle St. 115 Broadway 
: Chicago 3, Illinois New York 6, N. Y 
: Financial 6-3223 REctor 2-8356 


Teletype:CG 1141 T'l’t’pe:NY1-3347 : 
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Indices are based on fund operations during the period covered and are 
not necessarily a representation of future results. They should be con- 
sidered in the light of the individual companies’ investment policies and 
objectives and the characteristics and qualities of the investment of these 
companies. 
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Incorporated Investors - 103.6 | 63.9 219.8 186.7 15.04 
Institutional Shares (Stock & Bond Group) - —_ — 174.4 na na 
Investment Co. of America ; ees | 69.0 192.2 164.4 13.86 
Investors Management Fund ; 107.7 oF 31787 173.9 |4.77 
Knickerbocker Fund : See ee —_ 59.8 126.2 ¥107.0 13.44 
Loomis-Sayles Mutual Fund - Sener 72.4 74.2 188.6 7168.7 | 2.68 
Loomis-Sayles Second Fund ioc ie, 88.3 | 71.8 184.5 ¥166.5 | 3.49 
Massachusetts Investors Trust 110.7 | 59.7 151.1 142.1 5.11 
Massachusetts Investors 2nd Fund 114.2 57.4 171.8 153.6 13.79 
Mutual Investment Fund - pa Te 129.7 56.1 163.5 4137.8 13.47 
National Investors __. ndiiaaddts — | 60.7 220.8 184.1 44.13 
National Securities — Income*** _. — 66.0 185.1 99.3 45.80 
New England Fund 117.4 61.4 $139.7 136.3 $4.12 
Selected American Shares __ : 123.8 | 60.9 172.2 145.7 [4.85 
Sovereign Investors ___. nes — | 62.5 123.4 113.4 54.66 
State Street Investment Corp. 92.8 60.7 $199.4 188.3 4 3.35 
Wall Street Investing Corp. _....__.__ — — a 176.2 
AVERAGE: STOCK FUNDS _..... SS 106.8 | 63.4 173.4 
90 STOCK INDEX (Standard & Poor’s) _ 106.7 59.3 160.1 155.1 ~~ 
CONSUMERS PRICE INDEX (B.L.S.) —— — 99.6 174.5 
Base index number of 100 is the offering price on 
COL. 6, 7, and 16 arrived at as follows: To the bid prices at the respective COL. 17 represents figupotai 
dates indicated are added all capital distributions to such date and the re- the annual period endifith the 
sultant sum is divided by the 1939 base offering price. month-end pape i, 
‘ : ee CAPITAL GAIN 
COL, 19 sopronamts the current monghand bid (col. 16 tem all capital dite Gitribution, if any, fa 
INCOME PERCENTAGE includes only those dividends paid by the com- COMPANIES ORG AFT) 
panies out of income earned from dividends and interest on their portfolio on the date they comme busing 
or balanced funds in at th 


securities (excluding all capital distributions). 






@ Principal index begins after 1939 base date. **Became balanced fund in 1945. 

+Ex-dividend current month. §In part from surplus. 

tHigh reached current month. t—ten months’ period. na—1 
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111.8 3.73 
151.9 3.98 
$151.5 3.32 
$125.9 3.71 
160.2 3.18 
56.3 || 4.22 148.0 3.56 
33.7 | 3.79 31 112.5 3.37 
16.7 | 5.05 1.08 100.6 4.98 
41.1 0 92 118.7 3.87 e 
52.8 | 4.66 .23 151.4 <a © 
26.6 | 4.37 .20 106.1 3.91 
37.9 | 4.37 ~- 136.5 a 
127.9 | 3.94 69 112.0 3.54 
41.6 | 4.16 — 136.6 on 
39.6 | 3.73 81 126.9 3.50 
146.3 § 3.92 1.11 118.2 3.32 
162.2 | 4.16 .70 159.8 — © 
196.0 | 4.13 1.63 147.3 2.45 
148.2 | 4.15 83 127.2 3.69 
171.9 5.18 5.40 109.7 4.63 
162.3 15.07 _ 138.0 4.43 
158.3 4.27 .32 138.1 3.63 
151.8 43.93 2.90 84.8 3.01 
127.9 45.33 - 121.5 5.58 @ 
142.3 4.85 2.01 7119.1 3.94 
171.8 14.33 2.49 153.2 3.32 
178.2 44.79 50 159.5 4.33 e 
91.5 44.05 — 70.2 3.62 
195.1 44.13 54 170.4 3.32 
186.7 15.04 — 153.0 4.54 
na na na na na @ 
164.4 |3.86 3.32 121.9 3.68 
173.9 14.77 1.39 145.1 3.62 
107.0 3.44 3.80 + 72.2 3.51 
168.7 [2.68 — t2.08 $117.6 2.93 
166.5 [349 = t2.57 4132.5 3.21 
142.1 95.11 — 136.8 4.60 
153.6 13.79 — 130.1 3.59 
137.8 13.47 2.31 $129.0 3.14 
184.1 }4.13 1.22 157.6 3.74 
99.3 15.80 — 88.8 5.97 @ 
136.3 [4.12 52 124.4 3.65 
145.7 | 4.85 — 122.5 3.94 
113.4 4.66 1.18 89.6 3.56 
188.3 |! 4.59 142.9 3.13 
— 176.2 — 
1.98 127.7 3.66 
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resents Wtained by dividing such dividends accruing over 
eriod e' | the stated date by the average of the twelve 
fering ding on the corresponding date. 

AIN D JTION column (18) represents percentage of 
if any, tal gains or any other sources, for the current 
S ORG AFTER 1939 are given an initial index number 
they com business equal to the average of all those stock 


at the time. 





***Not included in balanced or stock coverage. 
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Economic Tendencies and 


Personal Investment Policy 


NEIL H. JACOBY 


Dean, School of Business Administration, University of California 


RUST officers are not, I assume, 

primarily seeking short-term capital 
gains for their beneficiaries, so much as 
the conservation of capital funds and, 
if possible, their growth through time. 

The major long-run economic tenden- 
cies which, as I see it, affect trust invest- 
ment policy include: 

1. The tendency of the American 
economy, and of most large business 
enterprises operating in that economy, 
to grow. 

2. The tendency for governmental 
activities to grow relative to private eco- 
nomic activity, and for taxation to ap- 
propriate a rising share of the national 
product. 

3. The tendency for monetary and 
fiscal authority to attempt to maintain 
“easy money” conditions. 

4. The tendency for price levels to 
rise through time. 

5. The tendency of individuals and 
institutions to avoid risk, to seek “se- 
curity” and to demand relatively high 
premiums for carrying uncertainty. 


Growth of the Economy 


By far the most significant and strik- 
ing fact about American economic his- 
tory is the fact of rapid growth. It 
would not be necessary to mention this 
were it not true that the lapse in the 
fast pace of economic development ex- 
perienced during the depression years 
of the 1930’s continues to play a large 
part in our thinking. In the long view. 
the American economy has displayed a 
dynamism and progressiveness that is 
truly remarkable. Between 1900 and 
1940 the labor force grew from 29 to 
55 million, an increase of 90 per cent. 
But industrial output quadrupled dur- 
ing this period, because the average 
industrial worker turned out twice as 
much physical product in 1940 as in 
1900. The major reason for this in- 
crease in productivity was the rising 
machinery, equipment, and fixed capital. 


In an address to Western Regional Trust Confer- 
ence. 
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During this same forty years, real wages 
in American manufacturing _ nearly 
doubled, indicating that technological 
gains were passed on mainly to the 
worker. Even more startling is the fact 
that this great increase in output was 
accompanied by a fall of one-third in 
the average hours worked per week. 

During the ten years since 1940, the 
increase in the physical output of our 
economy, and still more in its dollar 
value, has been spectacular. The Federal 
Reserve Index of industrial production 
(based on 100 of 1935-39) stood at 125 
during 1940 and averaged 176 during 
1949—an increase of more than 40 per 
cent. The best available evidence shows 
that this increasing production has been 
very widely distributed throughout. the 
economy. The real income of the aver- 
age family is more than one-third higher 
today than it was ten years ago. 

The growth in the physical size, as 
well as in the dollar value of assets, 
possessed by vast numbers of established 
American business enterprises has been 
enormous during the present century. 
The net worth of manufacturing corpo- 
rations (book value of common and pre- 
ferred equities) stood at $42,500 mil- 
lions at the beginning of 1940. By the 
begining of 1950 this figure had risen 
to $89,600 millions, an increase of 
111 per cent. 


Prospects for Continued Growth 


Studies of the Committee for Eco- 
nomic Development indicate that growth 
in physical output between 24% and 3 
per cent per annum in the future is well 
within the capacity of the economy, as- 
suming conditions favorable to _risk- 
taking, and avoidance of a world-wide 
war. Will large business enterprises 
be permitted to grow larger, and will 
disintegration of corporate giants now 
sought in antitrust suits actually take 
place? I venture the opinion that further 
investigation and reflection will reveal 
that the alleged evils of “bigness” have 
been grossly exaggerated and that the 
great majority of large corporations will 


be adjudged innocent of the antisocial 
actions and consequences attributed to 
them. 


The real problems of investment lie 
in the long-term economic forces that 
bear upon the individual capacities of 
industries and individual firms to meet 
the challenge of vigorous competition. 
Competition is intense and vital in mod- 
ifying the conduct of even the largest 
business corporations. No enterprise— 
however large—holds any inherent right 
to economic immortality. 


The Relative Growth of Government 


Expansion of the role of government 
is one obvious long-term tendency. In 
1900 only 5 per cent of the national in- 
come was represented by tax payments 

federal, state, and local. Today, the 
figure is close to 30 per cent. Govern- 
ment has grown about six times as fast 
as the American economy. However, its 
relative growth has not been even and 
steady but has spurted during periods 
of war and deep recession. By itself, 
this suggests that barring war and deep 
recession, government may not grow at 
so fast a pace as in the past. 

Many observers, have concluded that 
America is undergoing a kind of “creep- 
ing socialism.” During the past two dec- 
ades the United States, in common with 
most of the industrially-advanced na- 
tions, has been passing through a pe- 
rising collectivistic activity. 
There is some evidence that this tend- 
ency has about reached its apex, and 
that we may expect some retraction. 
It is significant that, in Italy and Tur- 
key, industries formerly operated by 
the State are being returned to private 
management, and in some of the less ad- 
vanced nations in Latin America and 
elsewhere, private initiative is increas- 
ingly relied upon to finance and operate 
programs of economic development. Ex- 
perience has shown that over a wide 
sphere of economic activity, private en- 
terprise can operate with much greater 
flexibility, efficiency, and responsiveness 
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to the needs of the people than a gov- 
ernmental agency ever can. 

Increasingly, the American public will 
come to see that the proper role of 
government is neither one of laissez 
faire nor one of industrial manager, 
but one of providing an environment in 
which individual businessmen may plan, 
invest, and manage economic resources 
under conditions of reasonable stability 
and high incentives. The decentralized 
planning and decision-making that is 
characteristic of a competitive private 
enterprise economy will produce much 
better decisions than could any govern- 
ment central planning bureau. Through 
wise taxing, expenditure, and debt man- 
agement policy, government can con- 
tribute to the maintenance of high em- 
ployment and economic progress. Gov- 
ernment must plan the environment, 
leaving tens of thousands of individual 
business managers to plan the opera- 
tions. 


Investors in the securities of Ameri- 
can business enterprises are unlikely, in 
contrast to British investors, to be 
obliged to exchange their corporate 
stocks and bonds for government bonds 
as a consequence of nationalization of 
industries. As the United States develops 
its role as a world investor, American 
investors will have to be increasingly 
aware of and informed about economic 
conditions in other parts of the world. 
Such foreign investment appears likely 
to take the form of direct investment in 
branch plants and subsidiaries of Ameri- 
can corporations rather than purchases 
of foreign corporation or government 
securities. 


The “Easy Money” 


Policy 

A whole succession of acts of Con- 
gress has had the effect of removing 
barriers to credit expansion by com- 
mercial banks, and to maintain low in- 
terest rates on government and other 
high-grade securities. While the price of 
almost every commodity and service has 
increased dramatically during the past 
fifteen years, the price of credit has 
fallen sharply. 


I find it difficult to foresee any radi- 
cal change in our national monetary 
policy during the years immediately 
ahead. It is conceivable that the “tough” 
tax policy of pay-as-you-go be adopted, 
and that a moderate rise may occur in 
interest rates on government and high- 
grade corporate securities. Neverthe- 
less, I question whether the Treasury 
and the Federal Reserve Board will 
seek, or even sanction, a material rise, 


so long as the Federal Government has ° 
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to refinance on an enormous scale or 
float new obligations. 

Experience shows that, in a democ- 
racy, the easiest course is one of mone- 
tary ease. This implies a continuation of 
the large disparity between yields of 
money bonds and equity securities. 


Rising Price Levels 


A tendency for price levels to rise 
over extended periods of time is another 
fundamental economic trend. Taking the 
cost-of-living index as a measure of 
price behavior, the cost of living for 
the average family has risen during the 
past ten years at an annual rate of 


EATON & HOWARD 
BALANCED FUND 


nearly 7 per cent. On the 1926 base the 
all-commodity index of wholesale prices 
stood at 56 in 1900 and at 163 last 
July—an increase of about 200 per cent. 

My view is that future price level 
behavior will run counter to post World 
War I experience when prices fell, be- 
cause basic institutional changes have 
taken place that facilitate increases in 
prices and resist decline. I refer especi- 
ally to the emergence of powerful labor 
organizations with aggressive wage-rais- 
ing policies, and to the potent agricul- 
tural bloc with its strongly entrenched 
“parity price’ formula and farm price- 
support program. Also, the enormous 
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growth in Governmental expenditures 
will be, experience shows, frequently— 
if not always—financed in part by bor- 
rowing from the banking system with 
potentially inflationary consequences. 
Future price increases will not neces- 
sarily occur at as rapid a rate or rise 
at all times. But buyers of government 
bonds and other fixed-income securities 
stand a very good chance of being 
obliged to accept further erosion of 
purchasing power. 

To the extent that trust officers are 
properly concerned with the purchasing 
power of a trust and of its annual in- 
come, they would be wise to examine 
how they may protect their beneficiaries 
by the purchase of real estate equities 
or the equities of business corporations. 
The possibility must be admitted that 
no medium of investment would, under 
some circumstances, provide complete 
protection and that all that can be done 
is to minimize the rate of erosion of 
purchasing power. 


There is some evidence of increasing 
instability in the aggregate volume of 
production and employment in_ the 
American economy. The percentage of 
decline in the physical volume of pro- 
duction that has occurred in successive 
periods of depression during the present 
century has increased. Moreover, there 
is theoretical foundation for the belief 
that fluctuations in production employ- 
ment, and income increase as our so- 
ciety becomes richer; because an in- 
creasing fraction of business and con- 
sumer loans are “postponable,”’ and 
represented by durable goods like 
houses, automobiles, machinery, and 
buildings. Public policy during the past 
fifteen years appears to have been dom- 
inated by a belief in, and fear of, eco- 
nomic instability. The resulting search 
for “security” has also manifested it- 
self in the investment habits of the 
people. The vast increase in sales of life 
insurance provides one evidence. The 
startling disparity between the yields 
of high-grade bonds and of common 
stocks provides a second type of evi- 
dence. We have built into the legal 
structure and institutional practices of 
investment such strong attachments to 
one or the other type that changes in 
the relative rates of return do not appear 
to have produced much shifting from 
one to the other. This disparity has even 
increased during the past decade. Dur- 
ing 1939 high grade bond yields 
(Moody’s AAA Domestic Corporate In- 
dex) were 3 per cent per annum; they 
fell to an average of 2.83 per cent dur- 
ing 1949. In contrast, dividend yields of 


common stocks (Moody’s 200 Stock 
Index) rose from 4.2 per cent in 1939 
to 6.2 per cent in 1949. The percentage 
difference in yields was only 40 per 
cent in 1939, and 120 per cent in 1949, 
The premium demanded for bearing un- 
certainty has risen markedly. 

While the net. worth of American 
manufacturing corporations increased 
by $47,100 millions 111 per cent during 


this decade, the market value of all 
stocks listed on the New York Stock 
Exchange increased by only 29,824 


million, or 64 per cent. Evidence is ap- 
pearing that apprehension of economic 
instability and desire to avoid risk will 
not continue to dominate public action, 
and that we may expect a reversal of 
this tendency as experience demonstrates 
the ability of our economy to maintain 
(though not without fluctuations) a 
fairly satisfactory level of employment 
and production. “Security” is coming 
to be redefined in terms of stability of 
purchasing power rather than protection 
against interruption of income. 

First, we are witnessing the adoption 
of the “prudent man” rule for the in- 
vestment of trust funds in an increasing 
number of states. Secondly, there are 
impending changes in laws governing 
the of life 


panies permitting them to invest a cer- 


investment insurance com- 
tain percentage of their admitted assets 
in equity securities. Thirdly, a spectacu- 
lar growth has occurred in the diversi- 
fied investment funds and in the com- 
mon or composite trust funds admin- 
istered by banks. When the radio and 
television properties of the late Thomas 
Lee were auctioned off by the public 
administrator of his estate, it was sig- 
nificant that one bid came from the 
First National Bank of Akron, Ohio, 
acting as trustee for the retirement plan 
for salaried employees of the General 
Tire and Rubber Company. This may 
only be interpreted to indicate a belief 
of the trustee that the “real security” 
of his beneficiaries lay in the acquisi- 
tion of assets likely to produce an in- 
come stable in purchasing power rather 
than in dollar amount. 

This review has suggested the strength- 
ening of tendencies favoring 
equity investments. Adjustments being 
made in the terms upon which funds are 
supplied for investment may remove fi- 


several 


nancing obstacles to a sustained high 
level of investment, and contribute to 
the future progress of our economy. It 
is hoped that this development will be 
accompanied by an environment for 
business enterprises which provides 
strong incentive for expansion. 
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Harris Trust and Savin gs Bank 


Organized as N. W. Harris & Co. 1882 -. Incorporated 1907 


115 WEST MONROE STREET, CHICAGO 90 


Member Federal Reserve System + Member Federal Deposit Insurance Corporation 


THE KEY TO HUMAN PROGRESS 


The miracle of humanity lies in the infinite variety of its abilities, creative thinking, 
talents, desires, tastes ... which, combined, have built great industries and institu- 
tions, Cities and nations. 


The achievements of American banking and business are among the outgrowths of 
this miraculous force. For example, this bank, growing only as it serves... 


@ In its 68 years as an investment organization, has provided more than nine 
billions of dollars to help finance essential public improvements, including those 
of practically every sizable American community and of our counties and states. 


@ In its 43 years as a commercial bank, has increased its resources from less than 
7 millions in 1907 to more than 600 millions today. 


Opportunities for future progress through the infinitely varied 
abilities and organized efforts of humanity are beyond present 
comprehension. Only dissension among mankind can interrupt the 
workings and retard the achievements of this miraculous force. 


« « DIRECTORS .. 
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PROPERTY 
IN 
CANADA 


The appointment of National 
Trust Company as ancil- 
lary administrator expe- 
dites the realization 
and transfer of 
American owned 
property in 
Canada. 


Enquiries Invited 


NATIONAL 
TRUST 
COMPANY 
LIMITED 
20 King Street East 


Toronto, Canada 
Hamilton Winnipeg 
Vancouver 


Montreal 
Edmonton 


Assets Under Administration 
$377,000,000 
Annual Report on Request 
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Specializing in real and 
personal property man- 
agement for out-of-town 
customers. 


“We Want Your Business”’ 


SECURITY 
TRUST Company 


First Commercial Bank. Founded 1795 
First Trust Company. Founded 1885 


WILMINGTON, DELAWARE 
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Federal Deposit Insurance Corporation 
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THE STATE OF THE UNION 


JAMES E. SHELTON 


President of the American Bankers Association; 
President of the Security-First National Bank of Los Angeles 


N the months and possibly years im- 

mediately ahead, we shall be engaged 
in a great military, industrial, and spir- 
itual mobilization to block, by force if 
need be, Russia’s efforts to dominate 
mankind. Our success or failure will 
depend basically upon the strength of 
our economy and the productive capac- 
ity of our privately owned and operated 
industrial system. We can be destroyed 
from without only if we first disinte- 
grate and deteriorate from within. Our 
greatest danger of the loss of our Amer- 
ican way of life lies in the threat of 
“creeping collectivism,” “socialism by 
default,” or “the welfare state.” 


Almost two decades ago, during a pe- 
riod of severe economic depression a 
political appeal was made to our people, 
based upon an entirely different con- 
cept of the relationship of the people to 
their government. This concept was con- 
trary to our American traditions and in- 
stincts. The essence of it was that if the 
American people, for the emergency, 
would become the wards rather than the 
masters of their government, the gov- 
ernment would do their economic think- 
ing and planning for them; make and 
enforce the rules of their economic life; 
and, as an all-wise father, supply their 
wants and take away their fears. The 
emergency, once declared, never ended. 
Perpetuation of political control was se- 
cured largely by granting favors to 
special groups and by spending billions 
of dollars in government payoll, subsi- 
dies, grants, and doles of all kinds. 


Incentive Lost 


Under this program, the productive 
portion of our population is being sub- 
jected to a tax and other financial bur- 
dens which can be sustained only during 
brief periods of boom prosperity. The 
incentive of the individual is taken from 
him. On the other side, the recipients of 
governmental doles, bounties, and pen- 
sions are thereby losing their indepen- 
dence, self-respect, and ambition, and 
are rapidly deteriorating from free men 
to governmental dependents. 





From address before Western Regional Trust 
Conference, Oct. 18. 


Many years ago Norman Thomas said: 
“The American people will never vote 
for socialism; but they will vote for gov- 
ernment ownership, guaranteed employ- 
ment, and the other elements of so- 
cialism if they bear the label of liberal- 
ism.” 


The job of making this issue of in- 
dividualism versus statism clear must 
be done at the grass-roots level in our 
own home towns and communities. There 
is nothing wrong about the man who 
works harder or better having more than 
his neighbor. That very fact creates the 
incentive which is the lifeblood of our 
system. Success is the hope of youth, and 
the proceeds of success is the security of 
old age. The right to own and enjoy 
property is one of the most basic human 
rights. 


Must Stop Now 


Domestic expenditures must be cut to 
the bone to prevent such deficit financ- 
ing as will depreciate the value of our 
dollar and thereby confiscate the capi- 
tal of our people and such high taxes as 
will strangle and destroy our economy. 
We must stop and stop now the ever in- 
creasing expenditures for federal social 
welfare programs costing billions of dol- 
lars, which are weakening our financial 
and economic strength. Last year’s large 
federal deficit was caused by increased 
domestic expenditures — not by in- 
creased military or foreign aid pro- 
grams. In 1924, Nikolay Nelin stated: 
“Some day we shall force the United 
States to spend itself into destruction.” 


We bankers are the custodians of other 
people’s money and property. We can- 
not stand by and see these funds dissi- 
pated by inflation, devaluation, and def- 
icit financing, which reduce the pur- 
chasing power of the dollar and thereby 
confiscate this accumulated capital. That 
money is not impersonal; it is human 
money. It represents the “blood, sweat 
and tears” of millions of people. It rep- 
resents their protection against want in 
their declining years; it represents the 
support and education of their children, 


the care of the family when they are ill, | 


their happiness and their independence. 
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What Trustees Should Know About 


Real Estate Titles 


MELVIN B. OGDEN 


Vice President and Chief Title Officer, Title Insurance and Trust Company, Los Angeles 


ERTAIN factual situations arising 
C within the experience of a title at- 
torney indicate that it is desirable, in 
some instances essential, that a trustee 
have knowledge of the condition of title 
to real property and the rules of law ap- 
plicable to such property. These are 
cases observed in the examination of 
California land titles, so that to some 
extent the practices and rules of law re- 
ferred to may not be common to all 
states. 

Most of the cases involve some act or 
omission by a trustee which resulted in a 
detriment to the beneficiaries or the trust 
corpus. The question whether the trustee 
was legally liable under the terms of the 
particular trust is one which I am not 
prepared to answer. In several of the 
cases, there is clearly no such liability, 
and in others you may conclude that the 
trustee’s acts were entirely consistent 
with its duties and trust capacity. 


Case One—Misdescription 


John Doe was the owner of lot 1. He 
constructed a building which was later 
found to encroach upon one foot on lot 
2. John Doe thereupon purchased and 
acquired title to this one-foot strip. 
Shortly thereafter John Doe died, leav- 
ing a will which created a testamentary 
trust and named Blank Trust Company 
as executor and trustee. John Doe’s files 
contained a deed and policy covering lot 
1 but no reference to the south one foot 
of lot 2. Tax receipts in the files gave no 
clue to the ownership of the additional 
strip, because John Doe died before hav- 
ing the additional land separately as- 
sessed to him. Administration proceed- 
ings in probate and the eventual distribu- 
tion to the trustee describel only lot 1, 
though title to the additional strip was 
covered under a residuary clause. 


Some years later the trust terminated 
and the trust corpus was turned over to 
the beneficiaries entitled thereto. These 
new owners applied to an insurance com- 
pany for a mortgage loan. The lender re- 
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quired that an ATA policy insuring the 
mortgage be furnished. Since this type 
of policy insures against boundary dis- 
crepancies and encroachments a survey 
was called for. This survey, of course, 
revealed that the building covered the 
south one foot of lot 2. The search of 
title then made on this additional strip 
showed that title thereto had been ac- 
quired by John Doe and had passed un- 
der the residuary clause to the trustee. 
However, taxes had not been paid on the 
strip and a tax deed had been issued to 
an individual after valid tax sale pro- 
ceedings (which in California do not in- 
volve judicial proceedings or notice 
other than publication and mailing to the 
last assessee) . 

CoMMENT: Misdescription of real 
property, or failure to include all prop- 
erty of the decedent in administration of 
the estate and trust, constitutes one of 
the most common of all sources of title 
complications in trust estates. 


Case Two—Nature of Ownership 


The will of John Doe, a married man, 
created a testamentary trust the benefici- 
aries being his widow as to part of the 
income, remainder in various relatives, 
and named Blank Trust Company as 
executor and trustee. On the death of 
John Doe, his files contained an abstract 
or a policy of title insurance showing 
title to Blackacre, the home of the dece- 
dent and his family, to be vested in John 
Doe, a married man, as his separate 
property. After administration in pro- 
bate, the entire estate, including Black- 
acre, is distributed to the trustee. 

Later the trustee, exercising the power 
of sale, sells Blackacre under a contract 
of sale and purchase. The payments on 
the contract are invested by the trustee 
and treated as part of the trust estate. 
When the contract is paid in full, the 
purchaser demands a deed and abstract 
or policy showing good title in him. The 
search of title made at this time reveals 
that, although title was acquired and 
held in John Doe as his separate prop- 
erty, he had declared a statutory home- 


stead on the property. The widow, learn- 
ing of this fact, now claims title to the 
property, asserting that title vested in her 
absolutely upon the death of John Doe, 
free from administration and the testa- 
mentary disposition. The widow’s con- 
tention is sustainable under the author- 
ity of a California decision holding that 
the homestead vests in the surviving 
widow upon the husband’s death and is 
not divested by the decree of distribu- 
tion or any other proceedings in his es- 
tate. 


CoMMENT: Analogous situations 
might exist which could result in defeat 
of the trustee’s title. For example, sup- 
pose that John Doe, sole owner, had exe- 
cuted a deed to himself and his wife as 
joint tenants and recorded the deed prior 
to his death. Here again title would have 
vested in the wife as survivor to the ex- 
clusion of the testamentary trust. Such 
homestead and joint tenancy rights or 
survivorship are not, of course, found in 
the law of all western states; but in any 
state it would seem essential to a proper 
administration of the estate and trust 
that the decedent’s ownership and nature 
thereof be ascertained. 

If the creator of a trust did not wish 
to incur the costs of a title search, should 
not the trustee upon closing execute a 
quitclaim deed and advise the benefici- 
aries that it has no knowledge of the 
condition of title and is executing mere- 
ly a quitclaim for that reason? Paren- 
thetically, it may be noted that even at- 
torneys for estates which have been dis- 
tributed sometimes consider it advisable 
for their protection as well as that of the 
distributees to have title to real property 
included in the distribution insured in 
the distributees. The course of action 
seems to them especially desirable where 
the will contains provision of question- 
able validity as to the term of a trust or 
suspension of power of alienation, or 
may conclude the rights of minors or in- 
competents, or may involve an interpre- 
tation of ambiguous provisions in the 
will. 

A decree of distribution when final is, 
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of course, a conclusive adjudication of 
the meaning, effect, and validity of a 
will and the terms and validity of a tes- 
tamentary trust. But even the most care- 
ful practitioner may have overlooked 
some procedural step which resulted in 
a jurisdictional defect and rendered the 
decree subject to collateral attack, per- 
haps many years later. The attorney 
may, then, desire the assurance as to the 
regularity of the probate proceedings 
which would be evidenced by the fact 
that a title insurer would insure title to 
distributed real property without objec- 
tion. Or, if irregularities were reported, 
the opportunity to take immediate cor- 
rective measures would be afforded. It 
would seem that a testamentary trustee 
is equally interested in the finality and 
conclusiveness of the probate proceed- 
ings. 


Case Three—Power to Lease 


The trust corpus included real prop- 
erty and gave the trustee broad powers 
including the power to “lease.” Oil was 
discovered in the area and the trustee 
was called upon to execute an oil lease 
upon profitable terms. The attorneys for 
the oil company concluded, however, 
and the trust attorneys agreed, that in 
view of the doubt, not resolved by de- 
cisions of courts in the state, as to the 
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power of the trustee to execute an oil 
lease or, if authorized to do so, to exe- 
cute a lease beyond the term of the trust, 
an unquestionably valid lease could not 
be obtained without court authorization 
in an equitable action binding on all 
beneficiaries under the trust. 


ComMMENT: Much has been done in re- 
cent years to expand the enumeration of 
powers in corporate trust instruments. It 
is still, however, quite difficult to antici- 
pate every needed power as to real prop- 
erty. Thus, if it is intended that the trus- 
tee shall have virtually all of the powers 
that the trustor individually might exer- 
cise, and if an attempt is made to enum- 
erate these powers, do they include the 
following: 

Exchange? Subdivide? Improve? Dedi- 
cate to public use with or without consid- 
eration? Adjust boundaries? Partition? 
Prosecute or defend actions or compro- 
mise same? Grant options? Sell and con- 
vey upon credit in whole or in part? Bor- 
row money and create liens by mortgage 
or otherwise? Execute deeds in any form, 
including warranty deeds? Grant leases 
for any term permitted by law and beyond 
the term of the trust if necessary? Lease 
for any lawful purpose, including mineral 
leases and joining in community leases? 
Make repairs and alterations in buildings? 
Raze party walls and enter into party wall 
agreements? If trustee holds mortgage, 
extend or subordinate same, give partial 
releases, foreclose, acquire title at fore- 
closure? 


Case Four—Subdivision Trusts 


Blank Trust Company, acting as trus- 
tee under a subdivision trust, conveyed 
lots by deeds which imposed restrictions 
upon the use and occupancy of the land 
and the character, cost, and location of 
improvements thereon, such restrictions 
being uniform and expressed to be for 
the benefit of all lot owners (i.e., what 
are called “general plan restrictions”). 
The trustee accepted the restrictions as 
submitted by the beneficiary without 
checking them. After a number of lots 
had been conveyed, a number of defi- 


ciencies in the restriction plan were re- 
vealed. 


CoMMENT: Many trustees feel that the 
subdivision restrictions should be care- 
fully checked for adequacy and flexibil- 
ity and suggestions made to the benefici- 
aries’ attorney where essential features 
are overlooked. In drafting an effective 
and workable restriction plan, here are 
a few of the points to consider: 


(1) How are the restrictions to be im- 
posed? Set forth in each deed or in a 
“Declaration of Establishment of Basic 
Restrictions” recorded and incorporated in 
by reference in each deed out? 

(2) Are the restrictions to be merely 
subsequent, or 


covenants, or conditions 


both? 


(3) Who shall have the right to en- 
force the restrictions? Only the subdi- 
vider? Or all lot owners? If the latter, 
then use appropriate language creating a 
general plan of tract restrictions and giv- 
ing each owner rights of enforcement. 

(4) What shall be the duration of the 
restrictions? Restrictions should be for 
specified period equal at least to life of 
the home builder from the time he builds 
(about 35 years), with provision for ex- 
tension by majority of lot owners. 

(5) Suppose that modification of re- 
strictions as to a particular lot may be 
essential at future time—is some 
practical method provided so that consent 
of grantor and all lot owners is not needed? 
Methods: 
modify, or (b) Restrictions may be modi- 
fied with consent of all owners within 
area likely to be affected (e.g., within 500 
feet of lot in question and fronting on 
same street). 


some 


(a) Subdivider reserves right to 


(6) Do restrictions, if in the form of 
conditions subsequent, provide that a vio- 
lation will not defeat or impair a mort- 
gage made in good faith and for value. 
Such protective clause is needed to qualify 
property for loans by many institutional 
lenders. 

(7) Do the restrictions cover the fol- 
lowing: Character of use and type of 
structure; set back lines and location of 
improvements; cost or minimum area of 
approval of building plans 
restrictions 


improvements; 


by architectural committee; 


against nuisances, temporary buildings, in- 
toxicating liquors, animals, etc. Race re- 
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strictions are not advisable in view of 


FHA and VA regulations. 


Case Five—Encumbrances 


The trustee 
funds secured by a mortgage on real 
property improved with new single fam- 
ily residence in an area of recently com- 
pleted homes. The trustee obtained a 
standard coverage form of policy of title 
insurance insuring the lien of the mort- 
gage free of all encumbrances except 
current taxes, approved utility easements 
and restrictions, and printed exceptions 
common to that form of policy. There- 
after, it was discovered that approxi- 
mately one-half of the house encroached 
over the lot line onto an adjoining lot 
not owned by the mortgagor. 

CoMMENT: ‘This suggests, of 
course, the advisability of investigating 
all hazards which are not covered by a 
standard coverage policy, including sur- 


case 


vey discrepancies and rights of parties in 
possession, or else obtaining one of the 
types of policies which insure against 
such matters. The various kinds of de- 
fects and encumbrances upon the title to 
real property which constitute the risks 
a purchaser or lender must guard against 
might be classified as follows: 


First, matters disclosed by the record 
chain of title (e.g., defects in execution 
of instruments, breaks in the chain, lack 
of original title, defective court proceed- 
ings, insufficient descriptions, and the 
like). 

Second, risks arising from facts not 
disclosed by the records, but which are 
evidenced by possession of the land or its 
physical aspects and which usually can 
be ascertained by an investigation of the 
ground conditions. 

Third, defects in title which are not 
apparent from either the public records 
or the physical aspects, which include: 


(1) A forged deed, or a deed executed 
by a grantor having the same name as 





made a loan of trust 


the record owner, but not the same person. 


(2) A deed executed in blank, with the 
grantor’s name later inserted without 
knowledge or authority of the grantor. 


(3) A deed made by a minor or in- 
competent person. 

(4) A deed executed by a married man 
without his wife’s consent where the record 
fails to reveal his true marital status. 

(5) A deed escrow 
holder prior to the performance of the 
conditions of the escrow. 

(6) A 
thorized. 


delivered by an 


corporation deed not duly au- 

(7) A deed void for want of legal de- 
livery (e.g., deed delivered in contempla- 
tion of death and not placed beyond the 
grantor’s control). 


(8) A judgment or decree of court 
which is regular on its face, but void in 
fact (e.g., decree of distribution in probate 
where alleged decedent is in fact alive). 
Assuming that the trustee which is 

making a mortgage loan has obtained a 
complete title report, it must still con- 
sider the effect of various reported en- 
cumbrances which, if approved to show 
in the policy, may have a bearing on the 
marketability of the loan in the event of 
a future sale and assignment thereof. 

(1) Are all easements confined to side 
lines or otherwise so located as not to 
interfere with improvements? 


(2) If the restrictions are in the form 
of conditions subsequent with reversions, 
is provision made that a future violation 
will not defeat or impair the mortgage? 

(3) Are the 
protect 
tract ? 


restrictions 
the residential 


adequate to 
character of the 


(4) If there is an exception of minerals 
from the land (e.g., reservation by former 
owner of all minerals in deed), is there 
any express or implied right of entry? 

(5) Does the land have frontage on a 
public street? If not, does the mortgage 
cover a private easement of ingress and 
egress and does mortgagor have good title 
to such easement? 

In addition, the matter of zoning and 
similar governmental regulations is one 
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which, being excluded in any type of 
policy, must be considered by the lender. 


Case Six—Continuing Search 


The Blank Trust Company uses trust 
funds to purchase a mortgage secured by 
real property. The trustee calls for and 
receives: the note, properly endorsed, 
and the mortgage; a sufficient assign- 
ment which is recorded; an offset state- 
ment by the borrower; and title evidence 
(abstract or policy) issued as of the date 
of recording the mortgage. The loan goes 
in default and one or more of the follow- 
ing matters are revealed by the search of 
title when continued from the recording 
of the mortgage to date: 

(1) A federal tax lien against the own- 
er, which lien, though inferior to the mort- 
gage, could not be eliminated without re- 
lease thereof or suit against the United 
States. After mortgage foreclosure, the 
United States would have ore year to re- 
deem even thouvh the period under state 
statutes might be less. 

(2) A bankruptcy proceeding for the 
owner, necessitating consent of the bank- 
ruptcy court to foreclose. 

(3) A prior recorded assignment of the 
mortgage, raising questions of priority. 
CoMMENT: Most institutional lenders 

purchasing mortgage loans require some 
title evidence as of the date of purchase 
to cover intervening matters. 
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DEVELOPMENT OF TRUST BUSINESS 


EF there enough potential trust busi- 
ness in your community to warrant 
an organized promotional effort? The 
customary thing is to start with a sur- 
vey of the Probate Court records. After 
all, the people whose estates you would 
be checking are all dead. They can’t 
give you any business. 

Begin with your Will file—the roster 
of people who have named you as ex- 
ecutor or trustee in their Wills; and 
whether it lists 10 people worth a total 
of $500,000 or 100 people worth $25,- 
000,000 can be of great significance in 
your plans. For there is your present 
store of potential business; if it is a 
large potential, then you can afford to 
spend a little more money, since you 
have reasonable certainty of substantial 
earnings as these Wills “mature.” 


But your basic file for new trust pros- 
pects is your credit file. Take off the 
names of all persons (and “star” those 
who are customers— your customers 
are the backbone of your master list) 
whose worth is clearly shown to be 
comfortably above your minimum 
standards. Make a separate list of 
“doubtfuls” or “unknowns” as to finan- 
cial worth. Check both lists with the 
officers of the bank who know the people, 
and put down some figure opposite each 
name as the best guess of all concerned 
as to the value of that person’s estate. 
Let any error be on the conservative 
side. 

The tax rolls may suggest the names 
of property owners not already on your 
customer or prospect lists. The records 
of the Probate Court will indicate who 
have lately been or soon will be dis- 
tributees of estates currently under ad- 
ministration. Finally, it might be worth- 
while for a group of you just to sit 
down and think of the leading people 
in your community based on their gen- 
eral reputation. 

A study Gilbert Stephenson made sev- 
eral years ago showed that, areas where 


Selected excerpts from address before Trust Sec- 
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EARL S. MacNEILL 


Vice President, Irving Trust Company, New York 


trust business had come to reasonable 
maturity, generally the volume of trust 
business was approximately one-quarter 
of the volume of deposits of the report- 
ing institution. Accordingly, a bank with 
$10,000,000 in deposits might with some 
confidence fix a goal of $2,500,000 in 
trust business. 

A $2,500,000 department might be a 
a rather tidy little operation. So, if 
your surveys indicated a potential of 
$2,500,000—in time, of course: five to 
ten years, maybe—then you might very 
well set yourself to a course of contin- 
uous, planned, consistent development 
of trust new business. But I would call 
that goal a minimum. 

You haven’t—or you shouldn’t have 
—the backbreaking burden of unprofit- 
able business acquired in an unhappy 
past. You have few, if any, adverse pre- 
cedents to overcome. You can start right 
now and say, “Our schedules are such 
and such; these are our minimum 
charges; these are the standards by 
which we measure the acceptability of 
new business that is offered to us.” 
Some may feel that in so doing you 
will run the risk of incurring ill-will by 
appearing to be stuffy or high-hat. The 
appearance can be avoided if you draw 
your lines, not in terms of volume, but 
in terms of minimum fees. 

It would be worthwhile to know how 
much deadwood is among your old wills, 
and even more important that you 
should take precautions to assure that 
deadwood does not accumulate in your 
will file. Pursuant to schedule, we satis- 
fy ourselves through inquiry of the 
customer, or of the lawyer who drew the 
will, or of relatives or former business 
associates—and, if necessary, through 
search of the Probate Court records as 
to whether the will is good. Each will 
that survives these tests is marked for 
periodic review. As a matter of me- 
chanics, we have set a 4-year period; 
any period from 3 to 5 years would be 
sufficient. 


The will review is your opportunity— 


not merely to serve your customers by 
bringing their wills down to date, tak- 
ing advantage of the marital deduction 
and all that—but to bring to bear all 
of the arguments that are pertinent, to 
the end that your appointments shall 
be immediate and not alternative, and 
as executor as well as trustee. Be sure 
to give full credit for stepped-up ap- 
pointments just as if they were new 
business—for new business they defi- 
nitely are. 

The prospect list to which you will 
address your promotional mailing pieces 
—on which you will concentrate your 
personal calls, will consist of: 


1. Present trust customers: donors, 
beneficiaries; testators of unma- 
tured Wills. 


2. General banking customers. 

3. Non-customers picked up in sur- 
vey. 

4. Directors. 


5. Stockholders. 


The mechanics of the prospect file 
should be simplicity itself. I get along 
with perfectly plain cards. One set of 
small cards is the mailing list. Keep 
some segregations, though: trust cus- 
tomers and banking customers and other 
prospects—each separate; and lawyers 
and insurance underwriters separate; 
and your directors and officer and stock- 
holders separate. You will have different 
mailing-pieces, at times, for these groups 
and sub-groups; and different forward- 
ing letters, frequently. The separation 
will save time. 

I like to keep on the cards brief no- 
tations of responses. As a result, you 
may step up on lawyers, cut down in 
underwriters—or the reverse. Supple- 
menting your mailing list will be a 
solicitation file. This can be kept on 
larger cards; or on letter-size paper. 
Here you will record and digest visits 
and calls. Sometimes a folder helps; 
memoranda and worksheets thus can be 
kept together. 

One of the media of advertising is 
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the printed “Letter.” The Letter should 
not be allowed to degenerate into a 
vehicle for straight advertising. Can you 
imagine a radio program that is solid 
commercials? Your Letter, first of all, 
must be genuinely interesting, else few 
will read it after the novelty of the first 
few issues has worn off. On the other 
hand, your text can’t be frivolous or 
trivial—you must have regard for the 
reader’s sense of fitness and for the 
value of his time. He—or she—must get 
something out of it, some clue to action, 
some guidance. 

The more successful of the syndicated 
letters combine the ingredients of in- 
terest and value quite well. Typically, 
there will be news of some current de- 
velopment in personal income, gift or 
estate taxation; a factual story—but told 
with warmth and color— that illustrates 
a pitfall in estate planning—or, better, 
one that supplies a constructive example. 
The will of well-known 
may make a good brief story. And pe- 
riodically there will be short, readable, 
authentic expositions of basic trust ser- 
vices, 


some person 


Another medium is special material 
for professional groups. Lawyers and 
life insurance men, particularly; but 
accountants shouldn’t be overlooked. 
There is a variety of excellent syndicated 
material available: digests of court de- 
cisions, tax booklets and Letters. | have 
been a consistent believer in the value 
of this kind of material. Lawyers, ac- 
countants and life underwriters can be 
salesmen for you—or road-blocks. Dol- 
lars spent wisely in cultivation of these 
groups should pay dividends. 

Now to the actual solicitation. To the 
question that is so frequently asked, 
“Which comes first, technical compe- 
tency or salesmanship?” My answer 
would be: I would prefer the technical 
ingredients with only a dash of sales- 
manship; for I am frightened of over- 
selling. Our solicitors should be thought 
of as servicemen, rather than salesmen. 
They can sell best—from the long-range 
view— if they aid their prospects to plan 
wisely. Even at risk of losing an “easy” 
immediate sale. The man who has ad- 
ministered trusts knows the pitfalls— 
and the true path, too; and the oppor- 
tunities. When he sells, it is not a case 
of the blind leading the blind. 

The trust solicitor and his boss, the 
head of the department or the head of 
the new business development section, 
are helpless without the positive support 
of top management, the banking officers 
and the banking staff. The banking 
officer knows the people; and he should 
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be the first point of contact, building 
up the trustman as an expert. 


Should you go to the prospect or 
make the prospect come to you? It’s a 
matter of which method will get the best 
results, sooner or later (unless the cir- 
cumstances advise strongly to the con- 
trary) I will be trying to bring the 
prospect around to calling on me. You 
go to the doctor—if you can; you go 
to the dentist; you go to the lawyer; 
you go to your broker’s office; aye, you 
go to your banker for a loan. Why then 
should the trustman ring doorbells like 
a peddler? Here your banking officers 


can be of the greatest help in getting 
you off to the right start. 


The place of solicitation having been 
determined, how about its manner? 
Formal estate planning can be far more 
expensive than its results warrant. It 
can be a boomerang: how silly some 
of those precise calculations of tax 
savings can look ten years later after 
a couple of Congresses have plugged 
loopholes and penalized pet devices! 
And it can be a bore. And don’t forget 
the lawyer; what a target you are giv- 
ing him to shoot at—partciularly if you 
have been ignoring him, or putting him 


Try An Analysis 
Of Your 
Trust Promotion Plan 


How often has one of your personal trust prospects 
benefited from your careful analysis of the practical 
phases of his estate program? 


Perhaps your Trust Department promotion program 
would benefit from a somewhat similar type of 


analysis. 


For more than 30 years we have been Advertising 
Counsel and Agent for many of the nation’s most 
successful Trust Departments. Let our experience 
help you improve your own new business efforts in 


this highly specialized field. Write or phone for 


details. No obligation. 


EDWIN BIRD WILSON, INC. 


Now located near the center of the financial district at 


40 WALL STREET, NEW YORK CITY 


SUITE 1525 


Dighy 4-6780 
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in a secondary position! And how far 
¢an you go in writing an estate plan 
before you have interpreted tax laws; 
have proposed arrangemenis under the 
laws governing wills and trusts—in 
short, have practiced law? That is why 
I have always urged: get the lawyer 
into the picture at the very beginning 
of planning; make him your partner 
in the venture. If he won’t joint you, 
abandon the venture—of estate plan- 
ning, that is: salvage what you can 
by urging your qualifications for the 
business of executorship and irusteeship 
upon your prospect. 





On the other side, the too casual ap- 
proach has disadvantages. My own pref- 
erence is the middle-ground of the 
“thoughtful letter.” Most often I use 
it to recapitulate a conversation. You 
can preserve, in these notes, a tentative 
quality as to your recommendations, so 
that they cannot haunt you quite as 
accusingly as the more pretentious pro- 
posals in your formal plans. Here, con- 
temporaneously, you can make evident 
how you are protecting the lawyer's 


position. 
A A A 
Record for Bank Stock 
Corporation 


Dividends on First Bank Stock Cor- 
poration reached an all-time high of 
$1.10 per share this year, according io 
President E. O. Jenkins, addressing a 
group of financial men in Chicago on 
November first. Describing the corpora- 
tion’s uninterrupted record of dividend 
payments since its founding in 1929, 
Mr. Jenkins pointed out that First 
Bank Stock’s 75 affiliated banks in Min- 
nesota, Montana and the Dakotas had 
deposits of $1,150,098,222 on Septem- 
ber 30, an increase of nearly $23 million 
for the quarter. 

The directors voted the quarterly divi- 
dend of 25c and an extra of 10c, payable 
December 11 to holders of record on 


November 10. 


RECORD OF INSURANCE TRUSTS 


Describing his institution’s extensive 
activities in co-operating with life un- 
derwriters, Basil S. Collins, vice presi- 
dent of Old Colony Trust Co. of Boston, 
told the annual meeting in San Antonio 
of the Trust Section, Texas Bankers As- 
sociation, on October 20, that the ex- 
penditure of time and money has been 
profitable to his company. Here is the 
record presented by Mr. Collins: 


From 1930 to September 1950, the 
life underwriters have engendered and 
brought to our bank about 1,442 pieces 
of business totaling in round dollars 
$246,000,000 of future and active busi- 
ness (future business being wills, life 
insurance trusts and business insurance 
trusts being 
trusts, agencies, investment management 


-active business living 
and custodianships). The annual aver- 
age number of pieces of business over 
this span of time has been 68, while 
' future active 
business in dollars has been $11.761,- 


905. 


the average yearly and 


The history of the life insurance trust 
in my bank, beginning with the first one 
put on the books on July 16. 1919 and 
through to July 16, 1949, or a period of 
30 years, shows: 


Personal Life Insurance Trusts 787 
Accounts activated 58 
Accounts cancelled 329 
Still on books 100 

Business Life Insurance Trusts 97 
Accounts activated 7 
Accounts cancelled 13 
Still on books 77 


Wills brought in by life 


underwriters 308 
Wills activated 57 
Wills cancelled 72 
Still on books 179 


Living Trusts, Investment Manage- 
ments, and Custodianships opened 170 
Accounts closed during period 87 


Still on books 83 


The Life Insurance Trust business 
that was secured during the years 1919. 
1930, was practically all “over the 
counter” business. Estate Planning, as 
such, was unknown at this time and 
most of these trusts were created with- 
out relation to the customers’ wills and 
other types of trust business. From 1937 
to 1940 the new field of Estate Planning 
was opening for trust companies, life 
and lawyers. As a whole 
put on our books should 


underwriters 
the business 
show a far more favorable revocation 
ratio in the future because: 
It was obtained by and with the co-opera- 
tion of the life underwriter. 
The life underwriter must keep in touch 
with this business each year because of his 
renewal account. 


The business was intelligently handled 
at its inception, co-operatively. 
The life underwriter uses each customer 


as a center of influence for other customers 
and therefore must serve him properly. 


The following breakdown by years 
shows the tremendous growth of Busi- 
ness Insurance Trusts over the last nine 


vears, mostly in the last four. 


1927-1929 


Trusts opened 2 
Accounts cancelled ] 
Accounts still on books ] 
1929-.]9 32 
Accounts cancelled 2 
Accounts still on books 0 
1932-1940 
Trusts opened 9 
Accounts activated _" 
Accounts cancelled a 
Accounts still on books 2 
1940-1949 
Trusts opened 84 
Accounts activated 1 
Accounts cancelled cits Ta 
Accounts still on books . 68 


TRACERS COMPANY OF AMERICA 


‘Specialists for 25 years in tracing missing people for leading 
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OV 


OME degree of rotation is practiced 
S; the membership of the trust or 
trust investment of their 
companies in one third of the trust in- 
stitutions recently checked by Trusts 
AND Estates. Their experience with the 
system ranged from two to 20 years 
during which time only two who started 
the practice discontinued it after a trial 
period of one or two years; one of these 
pointed out the advantage, however, that 
“rotating members become more inter- 


committees 


ested in the trust department.” 

While the sampling included only 42 
selected trust institutions, it was repre- 
sentative of every section of the country, 
included large and medium-sized banks, 
and was primarily intended to bring to 
other trustmen the considered opinions 
of executives who have had experience 
with the practice. 


Periods of rotation were shown to 
range from one month to a year. Four 
companies of 1] reporting on this sub- 
ject gave the period at one month, two 
companies at two months, one each at 
three months, four months and_ six 
months: and two changed annually. In 
one case, however, a bank using the ro- 
talion system reported that it had con- 
tinued a committee member for as long 
as three years because of special inter- 


est and ability. 


The smallest percentage of rotating 
members reported one changing member 
on a committee of six. With one ex- 
ception the highest ratio of change was 
seven rotating members on a trust com- 
mittee of 12, while one southern bank 
which had a committee advisory to the 
investment committee showed an annu- 
ally rotating membership of three of 
five and reports, “Advisory Committee 
ratifies action of Investment Committee; 
approval or disapproval recorded in 
minutes.”” One company with no rota- 
tion system “invites” its Directors to 
“fill in” for absent committee members. 


The exception referred to above is a 
trust company that conducts no bank- 
ing business, and has employed the ro- 
tation system for more than 20 years. 
Of this organization an officer reported: 


NoveMBER 1950 


(; MEMBERSHIPS 


rust Coie 


“It is our practice to have one half 
our Board Trusts and 
Estates Committee for one month, and 
-the other half the next month. At pres- 
ent our Board consists of 26 members. 
We elect 1] 


month, and 


serve on the 


members to serve for one 
10 the next. Two officers 
who are Directors also serve each month 
as ex-officio members.” 

Commenting on the advantages found 
in the prac’ice of rotation this officer 
observed: “Our Directors are connected 
with various industries and we have 
found it desirable to rotate the member- 
ship in order to take advantage of their 


knowledge and experience.” 
Selection of Rotating Members 


Another variant of the system was 
reported by an eastern trust company 
which follows the practice of rotating 
the members of its Executive Commit- 
tee, the this 
stating: 

“We have not had a definite policy 
of rotation of (trust) 
committee, but during the past year 


Chairman of company 


members of a 


have introduced some degree of rota- 
tion by having the rotating member of 





. 


Henry V. Bruchholz, after 35 years service in the trust department of the First National 


our Executive Committee sit as a mem- 
ber of the Trust Committee during the 
month in which he serves on the Ex- 
ecutive Committee, and also by appoint- 
ment of other Managers temporarily to 
fill the places of absentees during vaca- 
tion periods and at other times. It is 
probable that we will in the future ex- 
tend the practice of rotation further in 
order to make all our Managers more 
familiar with the operations and _ poli- 
cies of the Department.” 


Since the subject of rotation is di- 
rectly related to the constitution of the 
permanent committee, the question was 
asked: “What is the basis on which 
permanent selected to 
serve continuously?” Replies fell into 
two general groupings: nature of their 
work, and special knowledge and abili- 
ties. Representative replies were: 


members are 


“Previous experience both general 
and specialized, and contribution they 
can make in rounding out full require- 
ments of committee.” 


“Character of work in organization.” 


“Selected because of their familiarity 
with the securities markets.” 





Bank of Minneapolis, was honored at a dinner last month when he retired from active 

service as vice president of the bank. Above are Paul Ryerson, vice president and trust 

officer, Mr. Bruchholz and Alfred E. Wilson, vice president and chairman of the Trust 
Committee. 
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“All Directors are members of the 
investment committee.” 


“Business and financial background.” 


“One officer Director, one lawyer Di- 
rector.” 

“Familiarity with investment and fi- 
duciary laws.” 

Experience following adoption of ro- 
tation led some institutions to modify 
their original practice. One company 
found it advisable to establish separate 
committees for investment and for over- 
all supervision. Another which had ro- 
tated at shorter periods increased the 
time of committee service to four 
months. Two companies increased the 
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number of rotating members from one 
to two. A southern institution arrived 
at a policy of having three of its Di- 
rectors on the trust committee, two of 
which “should be seasoned committee 
members,” while a midwestern company 
reported, “additional members invited 
on a rotating basis.” 


Pros and Cons 


Few companies reported adversely on 
the principle, one observing “Regular 
members more helpful than rotating 
members,” while another commented: 


“In a relatively small community, the” 


confidential character of trust business 
has considerably more significance than 
it has in the larger centers. For that 
reason I do not think it is advisable that 
there be many changes in the make-up 
of the committee . . . we have a rela- 
tively small number of trust accounts 
which are fairly large in size, we are 
able to keep the Committee well in- 
formed as to all trust problems, especi- 
ally those which are peculiar to the 
beneficial interests. This requires a pe- 
riod of time to get the necessary infor- 
mation over to the Committee members. 
It would impair the efficiency of the 
Committee to have frequent changes.” 
Commenting on its investment commit- 
tee one bank gave its reason for not 
rotating members: “This committee 
does not rotate because we have found 
it more satisfactory to continue to use 
those familiar with investment proced- 
ure and who have built an experience 
by serving on the committee.” 


Most of the institutions that do rotate 


17 


members of one or the other committee, 
however, reported sound advantages 
they had found in the system. A large 
middle-western bank with 13 years ex- 
perience with three rotating members on 
its committee of six, found that “Ro- 
tation makes Directors trust conscious 
and we have the benefit of broader and 
more diversified economic and _ invest- 
ment judgment.” 


A southern bank which carries out an 
informal system of having “outside” Di- 
rectors serve at times on its investment 
committee, reported: “To the nucleus 
of the bank, trust and investment off- 
cers, is added the widespread knowledge 
and experience of our ‘outside’ Direc- 
tors.” 

A large metropolitan bank with two 
rotating members on a committee of 
six, observed that the system “Affords 
the rotating members opportunity to be- 
come familiar with the investment activi- 
ties and problems of the Trust Depart- 
ment.” Another company in a medium- 
sized eastern city, having two rotating 
five-member committee, stated 
that this “Gave more Directors insight 
into Trust Department procedure.” 


on its 


“Because our Trust Department op- 
erates as a separate company,” a large 
northern bank reported, “we have both 
an Executive Committee and a Trust 
Committee (called Review Committee). 
The Executive Committee approves pur- 
chases and sales for trust accounts. The 
Review Committee reviews all trust ac- 
counts for diversification, recommended 
changes, etc.” Seven of the twelve on 
the Review Committee are rotating in 
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this institution, and they find that “New 
members bring in a fresh point of view. 
(The system) keeps all our Directors 
informed of our policies and practices.” 


Benefits Rotating Members Too 


One of the large Pacific Coast banks 
reported that its Trust Investment Ad- 
visory Committee consisted of six perm- 
anent members and one rotating every 
two months, rotation having been es- 
tablished in 1933. The advantages they 
found in this system were set forth this 
way: 

“With a Board of 14 members this 
means that one of the rotating mem- 
bers serves on the committee for two 
months, at intervals of usually 14 
months. Occasionally for various per- 
sonal reasons the rotating member 
may not come along in sequence each 
time. By following this practice, every 
member of the Board becomes rather 
well acquainted with all of our trust 
accounts and with the usual policies 
of the regular members of the com- 
mittee. As the committee is an ad- 
visory one, all of its recommendations 
have to be submitted from week to 
week for final enactment by the 
Board of Directors. This is not as 
burdensome as might be expected 
and, of course, in almost every in- 
stance the Board adopts the recom- 
mendations of the committee.” 

Two other banks, one in the East the 
other a midwestern institution, the first 
with two years experience with the 
practice, the second with 17 years, both 
find it is of value to the Directors who 


rotate. In one case the period of rota- 
tion is for two months (two on a com- 
mittee of seven), in the other there is 
a four month period of rotation for two 
members of a 10-member committee. 
“Rotation keeps Directors abreast of 
methods and practices, and informed of 
services,” reported one, while the other 
stated: “Believe service increases rec- 
ognition of responsibility of the Direc- 
tor serving.” 


Effect on Appointments 


Believing there might be a discernible 
relationship between rotating service on 
a trust committee and use by the Di- 
rectors themselves of the facilities of 
the trust department, an effort was made 
to determine the percentage of Directors 
who were availing themselves of their 
trust department services. While only 
seven banks using rotating membership 
committees also reported on the num- 
ber of directors using their institutions’ 
trust services, it is interesting to note 
that of them, three or 43% showed that 
all of their directors were also trust 
customers. Twenty non-rotating banks 
reported on this, but only five of them, 
or 25%, were able to indicate that all 
their directors were also trust customers. 
Another three rotating banks, or 43% 
of those giving this particular data, re- 
ported that from 70% to 80% of their 
directors were trust customers, making 
a total of 86% of the rotating member- 
ship banks having from 70% to 100% 
of their directors as trust department 
customers. Only nine of the non-rotating 
banks, or less than 46%, reported from 
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70% to 100% of their directors using 
trust department services. This might 
be taken to indicate that membership on 
trust or investment committees has had 
the effect of increasing the directors’ in- 
terest and confidence in trust operations. 


A A A 
Bank Tours In Kansas 


In 461 Kansas communities tours 
through local banking institutions are 
being planned for high school senior 
classes by the state Bankers Association. 
The tours are designed to show the stu- 
dents “What the banks have to offer,” 
and “how we operate.” 


To Serve You 
in Canada 


* 


Our business is that of a trust 
company; we are not engaged in 


banking. 


Incorporated and organized in 
1889, we now have assets aggre- 
gating hundreds of millions of 


dollars under our administration. 


If you have, or want to acquire, 
any kind of property in Canada, 
we can serve you. Our Managers 
and Trust Officers are expe- 
rienced and reliable, and we be- 
lieve our Investment and Real 
Estate Departments have excep- 
tional ability and facilities for 
advising and aiding those who 
wish to participate in the devel- 


opment and expansion of Can- 


ada. 
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PROFITABLE POLICIES IN SMALLER 
TRUST DEPARTMENTS 


TRUST department with just over 

five millions of assets in a small 
community can be profitable, is the ex- 
perience of the Warren (Pa.) Bank & 
Trust Company. If one cannot make 
profits “it is a job for a funeral director, 
not for a businessman,” said Ray Steber, 
vice president of the bank, in his Trust 
Departmental address during the recent 
35th annual convention of the Financial 
Public Relations Association in Boston. 
A very successful businessman, he 
started to retire early but instead ac- 
cepted a challenge to build a full-time 
trust department. Mr. Steber has also 
served his community as Mayor. 


To offset the greater prestige of the 
big city bank which seeks large ac- 
counts locally, the local bank knows 
the personal side, the background of 
beneficiaries, and can be more acces- 
sible. It is familiar with local real 
estate—a factor in most non-urban 
estates—and should have able men of 
experience on the board for judgment 
on investment and other discretionary 
matters. While educationad advertising 
budgets are limited, word gets around 
in the country, so the emphasis is on 
management and personal service pos- 
sible when you can “talk over all the 
angles.” This should cover present estate 
planning and not wait until some testa- 
mentary difficulties might arise. 


Instead of ‘sending’ new customers 
to their attorney, the trust officer can 
be most helpful to both by being present 
at the lawyer’s office or inviting the 
lawyer to the bank. In some small trust 
departments, Mr. Steber said, the at- 
torney for the estate or trust does do 
the major job on the administrative as 
well as legal side. It is a matter of 
manpower, and this in turn comes back 
to the profitability which assures good 
men and service in any size bank. Vol- 
ume alone is a delusion; “you have to 
separate the grist from the shucks, and 
take what you can do a good job on.” 
Splitting fee with co-fiduciaries, in most 
cases, is one of the surest ways to cut 
out any profit. 


Finding time to make new business 
calls is difficult because most customers 
want to talk with the department head, 
but in a smaller town, Mr. Steber point- 
ed out, one does a lot of business at the 
coffee shop. The human concerns and 
the living conditions, he finds, weigh 


more with trustors as well as benefici- 
aries than an austere job of “dollar 
security.” “I can’t see how a 5% fee 
is justified where the fund is invested 
only in governments,” he concluded, 
“since anyone outside a booby-hatch 
could get out of responsibility that way.” 
Since equity investment is indicated, 
the common trust fund deserves serious 
consideration of medium-sized trust de- 
partments, but the prerequisite to all this 
is support and use of the trust services 
by bank management and directors. 


Other FPRA News 


John L. Chapman, vice president, 
City National Bank & Trust Co., of 
Chicago, was elected chairman of the 
Board of Managers, School of Financial 
Public Relations, by the Board of Di- 
rectors of the FPRA. Other members 
of the Board are: Philip K. Barker, 
Bankers Development Corp., New York: 
Swayne P. Goodenough, Lincoln Ro- 
chester (N. Y.) Trust Co.; Robert Lind- 
quist, La Salle National Bank of Chi- 
cago; and Robert W. Sparks, Bowery 
Savings of New York. In cooperation 
with Northwestern University, the 
School offers a two-week session each 
summer. 

Edwin Bird Wilson, chairman of Ed- 
win Bird Wilson, Inc., New York, was 
elected an Honorary Life Member of the 
FPRA in recognition of his long and 
meritorious service to financial adver- 
tising and the FPRA. He is the first 
honorary member elected while still ac- 
tive in the financial advertising field. 
The other Honorary Life Members, 
elected in 1946 are Fred W. Ellsworth 
of New Orleans, and M. E. Holderness 
of St. Louis and the late Guy W. Cooke 
of the First National Bank of Chicago 
who was the original honorary member. 

The 1951 Annual FPRA Convention 
will be held at Hollywood Beach Hotel, 
Hollywood, Florida, on November 26-29. 


A A A 


Illinois Bankers Publish 
“You and Your Bank’’ 


A simple and easily understood 
folder, “You and Your Bank” has been 
published by the Illinois Bankers Asso- 
ciation with a view to bringing about 
greater public consciousness of banking. 
Attractively prepared with dark green 
ink on gray paper, the leaflet lists ser- 
vices that banks offer. 
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PUBLIC RELATIONS AND TRAINING 


IN THE FINANCIAL INDUSTRY 


EFORE any industry or any com- 

pany can really embark on a public 
relations program, there must be a real- 
ization of what its public relations prob- 
lems are. There must also be a deter- 
mination to take the medicine that the 
problem demands. You can’t buy good 
public relations with money alone or 
with a Washington lobbyist or a high- 
powered press agent. Only by knowing 
the problem, by the most careful plan- 
ning and with the cooperation of the 
entire organization can any company 
succeed in having good public relations. 
There are no set formulas to accomplish 
results. There must be a program de- 
signed for its industry and tailored for 
the particular firm and for its individual 
problems. 


When management has realized the 
importance of public relations, it must 
next be firmly established that this im- 
portant phase of the business is a func- 
tion of top management and the impor- 
tance of public relations must be in- 
stilled into every major function and 
department head in the organization, 
and that I can’t emphasize too much. 


Surveyed Public 


To review the situation as it existed 
some 10 years ago when our firm inau- 
gurated our present public relations pro- 
gram, and when the first steps were be- 
ing taken by the New York Stock Ex- 
change: Wall Street was in such a state 
of depression that it became apparent 
that the philosophy of letting nature take 
its course wouldn’t work. Then the 
Stock Exchange retained Elmo Roper 
to find out what the public, both the 
investors and _ non-investors, really 
thought about the Stock Exchange, its 
member firms and the investment busi- 
ness generally. 


The findings of that survey were ap- 
palling. The public as a whole simply 
didn’t believe that Wall Street had a 





Excerpts from a lecture sponsored jointly by the 
New York securities industry and the University 
of Vermont Department of Commerce and Eco- 
nomics, Aug. 9, 1950. 
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good product to sell. Thousands upon 
thousands of people apparently didn’t 
even know what the Stock Exchange 
was. People who regularly did business 
with member firms were highly critical 
of many of the Exchange practices. The 
attitude of the public at large was even 
more critical. 


Public Mystified 


In general the public seemed to be- 
lieve that mythical insiders made money 
whenever an individual member of the 
public lost money. The public believed 
that customers’ men of member firms 
recommended the purchase and sale of 
securities simply to create commissions 
for themselves. There was widespread 
suspicion about the accuracy and objec- 
tivity of statistical and research material 
published by the brokerage firms. 


By 1940, through the combined effort 
of the Exchange and the Federal au- 
thorities, any hint of manipulations of 
security prices had been wiped out. 
However, a large portion of the people 
still believed there was a mysterious 
“they” who put prices up or put them 
down at their will. 

The Exchange itself had introduced 
numerous reforms during the ten years 
from 1930 to 1940. Under government 
auspices independent security dealers 
had organized the National Association 
of Securities Dealers to police the over- 
the-counter markets. Of course, new 
regulations under the Act of 1933 and 
the Securities and Exchange Act of 
1934 had been erected during this dec- 
ade of 1930 to 1940. 


Little Change 


The Roper survey proved that despite 
the fact that the product itself had been 
vastly improved, the package had been 
changed little, if any. In other words, 
Wall Street did not have a public rela- 
tions program designed to tell the public 
about the new product it had for sale. 

Our firm was particularly conscious 
of this failure to develop a public rela- 
tions program designed to tell the world 


about the changes that had taken place. 


We had another survey conducted at 
our own expense to find out more spe- 
cifically and in greater detail the things 
about our own operations which our 
customers did not like or which they 
did not understand. 


When we had this information before 
us, we sat down and consciously adopted 
a set of policies designed to make our 
own operations conform with the wishes 
of our customers. We determined that 
wherever humanly possible we would 
run our business as the customers want- 
ed it run. In cases where things occurred 
which we could not do anything about 
—for example, the inevitability of stocks 
going down in price—we would en- 
deavor to explain to the public and the 
customers why these inevitable things 
occurred and warn them beforehand of 
the risks and uncertainties involved in 
the investment process. 


Public Wishes 


Very briefly here are some of the 
specific things that we had to do to 
make our business conform with the 
wishes of the public. 


It was the habit in Wall Street, and 
is still in some quarters, to charge cus- 
tomers for a variety of small miscellane- 
ous services which the brokers frequent- 
ly perform, such as the safekeeping of 
securities, collection of dividends, the 
carrying of inactive accounts, providing 
investment advice. These charges, while 
fully justified on a cost basis to the 
broker, annoyed customers out of all 
proportion to the actual financial im- 
portance. So we eliminated all such 
charges because whatever it cost finan- 
cially, we gained in good will, and 
hence increased the business more than 
enough to make up the loss in direct 
revenue. 


The public told us, too, that the 
one reason they lacked faith in the 
brokerage industry was because sales- 
men on whom many relied for disin- 
terested advice were in fact paid on 
what amounted to a commission basis. 
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The public reasoned that because of the 


available, few people seem to be inter- 








program planned to inform people of 


commission method of payment, the ad- ested in asking for it. Apparently, most the investment process and to sell our vt 
vice of customers’ men could not be people are interested in this information _ firm as the place to come for investment hi 
truly objective. only when it is denied them. and brokerage services. if 
We attacked this problem directly by Investors and prospective investors Because brokers do not manufacture : 
putting our customers’ men, whom we  ajso told us they considered the finan- their own merchandise, but sell securi- ” 
renamed account executives, on a flat cial soundness of a firm one of the most ties of corporations, we undertook a ” 
salary, and we did that to take the important considerations in selecting a_ really substantial publishing venture to - 
temptation away from our people of firm to handle their business. teach the public more about the indus- a 
a psn ingpnmeal rece “agi This, coupled with our determination anys geo o aeang rane Satis ba 
PE ag ae to take as much of the mystery out of ‘ - aad er poe lich ou 
the business as possible, led us to pub- ‘'TY Dooklets are designed to accompls on 
Wanted Facts lish each year a complete annual re- age naga—stiens . “er promotion m 
The public also told us that they did = giving yoda ves er vantenc ne pale cpr slg poiineel de 
not appreciate brokerage employees espera pon a ee of the fundamental waiuainn of il 
calling them up to offer gratuitous ad- and . ee tareny of the operating haan cai F th - we 
P : - statistics of the firm. ree-enterprise system. From the sales wie 
vice or give them market tips. They . promotion point of view, they are tools : 
said that they wanted factual informa- Our annual report in 1940 was the to help our customers invest jintelligent- bu 
tion, not tips. We made it a rule that first ever published by a brokerage firm, ly as the 
we would not offer gratuitous advice, and to date no one has followed our ~*~" | 
but our independent research depart- example. Other firms do publish balance Must Serve and 
ment would continue to be available to sheets, but no firm has ever published Show Value = 
help customers who wanted help and an income statement. In this day of pressure groups, when z 
who asked for help. This report has proved to be one of the continued existence of any institu- ves 
Also the public seemed to feel that the most effective devices for telling tion may depend upon public accept- eal 
brokers recommended a security only the public how we operate and has a_ ance. jt is absolutely essential to give sates 
when they owned the security and _ strong tendency to break down the iron yalyable service to the economy. We - 
wanted to get rid of it. So _ made it wall of ignorance that has surrounded jnyst show how this economic service is the 
a policy to disclose the holdings of our the entire industry. performed; we must show its value to in 
firm or any of our partners in the Se- a. the economy as a whole, and probably vea 
curities which we described in our i r sae the most important of all we must show 
printed literature. Incidentally, we have In addition to these policy decisions 5. Value to individuals. 
discovered when the information is we embarked on a sustained advertising oe : MBS sa 
a cipadetiicadiansegs University training has been criti- [ 
cized in the past primarily because of trai 
the feeling within the financial com- duc 
munity that university instruction was cou 
‘ so theoretical and so far removed from tion 
YOUR SAVING 1 on the actual practicalities of the securities The 
. WSS BQ LLAR business, that in the long run it made sim) 
A bag: no difference whether the young men to fi 
; $$ who came into it had majored in finance a cr 
4itts S$$$$ or in botany. I don’t think, however, can 
| 4 eeaze that this criticism is valid today. have 
144444" Training within Wall Street itself was sort. 
a until the end of World War II, carried out 
~* ——e on rather spasmodically by the individ- kno 
‘he rf Scsiny ual firms. Several firms, including my rich 
ms Ss eZ * own. have instituted training programs that 
4 _ Y within the firm. | suppose our program mon 
‘ ; is the most complete perhaps because we W 
are the largest, and our needs are the 
greatest. We are determined that our — 
firm is going to be a permanent institu- a 
tion, and if it is to be a permanent in- wae 
stitution, we have to continually put ths 
young blood into it, and we have got to mer 
i a ee train them. Then, there is also a very 
; ; that » 
As its part in the fifth annual celebration of Pennsylvania Week, Fidelity-Philadelphia important matter of finance that goes lost 
Trust Co., last month erected large booths on its banking floor to house the displays of along with that, and we felt that we 200 
fourteen of its industrial customers, all nationally known names. Above is shown the couldn’t have a permanent institution I 
exhibit of the Eastern Pennsylvania Group, Investment Bankers Association of America. enn } and 
Left to right are, Gov. James H. Duff, of Pennsylvania; Wm. K. Barclay Jr., President, unless we were willing to spend money | ee 
Philadelphia-Baltimore Stock Exchanges; John LE age - a = ey Seen sa to train men. That in essence is why : at 
Brightman, Phladlohia‘hsirman of Panne. Wee, "and Prexdent of Ui, Brotbers: ye have a different program from any- J ip, 
Fidelity-Philadelphia Trust Co. one else. 
Nove 
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Since the end of the war—we started 
our first class in December, 1945—we 
have trained some 300 young men and 
women. Our postwar program consisted 
of six months of classes and on-the-job 
training. Classes were taught both by 
outside experts whom we hired for this 
particular job and by specialists within 
our own firm. Class programs consisted 
of a very practical review of money and 
banking, accounting practices, a thor- 
ough and detailed study of economics, 
and the operations of stock and com- 
modity exchanges. There was a great 
deal of work on security analysis and 
portfolio management, and, of course, 
we reviewed all the pertinent rules and 
regulations governing the conduct of 
business, and such detailed things as 
the internal operations of our own firm. 


We now have a current and a perma- 
nent training program going on which 
is substantially different inasmuch as 
we have lengthened the program to two 
Members of this program are 
called apprentices. We take them at the 
normal graduating age of 22 years. We 
put them in some specific job and rotate 
them through other jobs, finally ending 
in our research department. After two 


years. 


years we decide what to do with them. 
Quickie Courses 


Unfortunately, most of the so-called 
training programs that are being con- 
ducted now are little more than quickie 
courses in salesmanship. The compensa- 
tion is on a straight commission basis. 
The candidates is based 
simply on the willingness of the student 
to finance himself until he can build up 
a commission business to live on. You 
can imagine the casualties that must 
have occurred on a program of that 
sort. They simply were not fit to go 
out to meet the public. They didn’t 
know who to go to unless they had some 
rich relatives or friends. The result was 
that a vast number quit after a few 
months. 


selection of 


We have had an entirely different 
experience ourselves because we paid 
our men a salary. We didn’t expect 
them to be of any value for some months 
or a year or more. Out of the first eight 
classes—they have been out about a 
year and a quarter—of the 250 men 
that went through those classes, we have 
lost only 45. In other words, we have 
200 men who started with us originally, 
and we have them because they had 
thorough training and because we had 
the courage to stick with them and help 
them financially over the difficult period 
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that everyone who sells is bound to en- 
counter when he first starts out. 


In the last analysis public relations 
is education. We in America think of 
propaganda as a device for selling a 
phony product. Education on the other 
hand, is the process for learning and 
searching for truth. As I said before, 
our big public relations job here in 
Wall Street is to teach people what we 
really do and to show them how to man- 
age their own financial affairs intelli- 
gently. That, I submit, is just another 
way of saying that we need more edu- 
cation on the facts of finance. 
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PENSIONS 


(Continued from page 749) 


Security taxes (at least the present 
level) will provide greater benefits than 
could be provided with the same amount 
of money under the private plan. This 
will be reason enough for each organ- 
ization to give serious consideration to 
changing its pension plan. 

For the non-profit organization with- 
out a pension plan, Social Security may 
make it possible for that organization 
to set up an adequate program. 








It is significant that the real growth 
in the number of private plans coincided 
with the start of our Social Security Law 
in 1937. Many reasons have been given 
to account for this. Two, however, are 
generally acknowledged to be of utmost 
importance. The first raised our sights 
regarding pensions and the second made 
it financially possible for many com- 
panies to set up a sound and adequate 
program. Credit the Social Security 
Act with both of these results. 


Many have expressed concern with 
the trend toward more and greater 
Federal benefits. Without attempting to 
debate the political aspects of the matter 
it seems fair to point out again that 
so far the private pension plan has been 
helped rather than hurt by Social Se- 
curity. 


The future of the private plan appears 
to be in the hands of the people, with 
the employers of this country carrying 
the greatest share of the burden. It is 
elementary to say that “pensions are 
here to stay.” The way we finally decide 
io provide these payments will no doubt 
be greatly influenced by the soundness 
of our private programs. 
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WHERE THERE'S A WILL 


GEORGE (Buddy) DESYLVA, retired film 
producer and writer of some of the out- 
standing popular songs of the generation, 
including “Sonny Boy” and “Avalon,” 
bequeathed $10,000 each to the Actors 
Fund of America and the Motion Picture 
Relief Fund, as well as $3,000 each to 
three cousins and two friends. He direct- 
ed his executors, Bank of America and 
his wife, to pay the latter $2,500 per 
month for her support from the date of 
his death until distribution of his resid- 
uary estate to the bank as trustee. From 
this residue, $50,000 is to be set aside 
for his son, the income to be accumulated 
until he reaches age 25 at which time 
he is to receive the principal. The trustee 
is authorized to use income or principal 
if the income which the son receives 
from any other source is insufficient to 
maintain him, this provision to be “liber- 
ally construed in the interest of and for 
the benefit of my son.” The income from 
the balance of the residue is to be paid 
to Mrs. DeSylva, with a similar provision 
for use of principal. Upon her death, the 
income is to be paid to her son by a 
former marriage, with equal distributions 
of principal to him at 35, 40 and 45. 


Dr. FRANCIS R. PACKARD, dean of Phil- 
adelphia’s laryngologists who a few years 
ago received the Newcomb award, high- 
est honor among nose and throat special- 
ists in the country, stated in his will that 
“T desire to take advantage of the ‘Mar- 
ital Deduction’ allowed by the Federal 
Estate Tax law ...I therefore give... 
to the trustees ... such part, if any, of 
my estate and property, but no more, as 
may be necessary to enable my estate 
to obtain the maximum ‘marital deduc- 
tion’ allowable . . . on the basis of the 
Federal Estate Tax as finally determined 
. .., this Trust to be free of all death 
taxes . .. which may be payable by 
reason of my death.” Mrs. Packard, who 
predeceased her husband, was also to 
have received the income from the resid- 
uary trust. Now their four daughters 
will share the income, while three of them 
are given the right to withdraw prin- 
cipal upon written request to the trus- 
tees — Pennsylvania Co. for Banking 
and Trusts, a daughter and a son-in-law, 
who are also appointed co-executors. Ag- 
gregate withdrawals may not exceed one- 
quarter of the funds. 


DONALD D. DAVIS, vice chairman of the 
War Production Board during World 
War II and president of the Minnesota 
& Ontario Paper Co., made a cash be- 
quest to his wife in a sum which, when 
added to the proceeds of insurance on his 
life received by her, will total $25,000. 
After legacies aggregating $17,000 to 
two employees, two churches and a hospi- 
tal, Mr. Davis gave 10% of his residuary 


estate each to his two daughters, with 
the remaining 80% to be held in trust by 
an individual and Northwestern National 
Bank of Minneapolis. The trustees, who 
are also named as executors, are to pay 
Mrs. Davis the income and so much of 
the principal as in their judgment is 
necessary or advisable for her “comfort, 
maintenance and general welfare or to 
permit her to maintain a station in life 
comparable to that enjoyed by her at the 
time of my death.” Upon her death the 
fund is to be divided equally among the 
two daughters and a son. It is provided 
that if the fiduciaries cannot agree on 
any action they shall appoint an arbi- 
trator and the majority vote shall con- 
trol, Mrs. Davis to designate the arbi- 
trator if none is appointed within 30 
days of the failure to agree. 


CHARLES H. WARREN, dean emeritus of 
the Sheffield Scientific School at Yale, 
devised his farm to one of his sons who 
was operating it, subject to Mrs. War- 
ren’s right to occupy it rent-free. The 
residue of the estate is placed in trust 
with Phoenix State Bank and Trust Co. 
of Hartford, named executor as well as 
trustee, to pay the widow the income and 
so much of the principal as the trustee 
deems necessary or advisable for her 
comfortable support or maintenance. The 
remainder passes to the three sons on her 
death, the share of a predeceasing child 
to go to his issue and if none to his 
widow, defined as “a wife of a deceased 
son who is living with such son at the 
time of his death and who has not re- 
married prior to the death of the sur- 
vivor of myself and my wife.” 


Maj. Gen. THoMAS S. HAMMONDS, head 
of the Whiting Corporation and one of 
the nation’s leading industrialists, left 
his personal effects, real estate and one- 
half of his residuary estate outright to 
his wife. The balance of the estate is 
placed in two equal trusts with Harris 
Trust and Savings Bank of Chicago, to 
be allotted to the General’s two sons. So 
much of the income and principal of both 
trusts is to be paid to Mrs. Hammonds 
until her death or remarriage as the 
trustee deems necessary or desirable for 
her “comfortable care, support, main- 
tenance and welfare, including reasonable 
luxuries,” taking into account resources 
known to the trustee to be available to 
her. Subject to this provision for Mrs. 
Hammond, the trustee is to exercise 4 
similar discretion as to payment of in- 
come from the respective trusts to the 
son, his wife or widow and his issue or 
any one or more of them. Upon Mrs. 
Hammonds’ death, each son’s respective 
fund shall be distributed to him. She is 
appointed executor, with Harris Trust 
and Savings Bank as successor executor. 
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New High Points In 
Trust Promotion 


Recently received booklets and bro- 
chures carrying the trust message to the 
public include: 

“Has Time Changed Your Will?” 
points out that “ ... your will should 
be checked to ascertain whether .. . it 
is still workable, carries out your basic 
intentions and provides the most eco- 
nomical method for distributing your 
property.” — by Scranton Lackawanna 
Trust Co., Scranton, Pa. 


“Computax,” in copy and_ tables 
covers Income Tax, Estate Tax, and Gift 
Tax.—by Girard Trust Co., Philadel- 
phia. 

“The Investor’s Iron Curtain,” “A 
brief discussion of investment manage- 
ment, prepared for individual, corpo- 
rate and institutional investors,’—by 
United States Trust Co., of New York. 

“Comparative Costs — Five Estate 
Transfer Methods,” a leaflet having 
charts and paragraphs on “Will—Out- 
right Distribution,” “Will—With Testa- 
mentary Trust,” “Will—With Two Tes- 
tamentary Trusts,” “Living Trust—Re- 
vocable,” “Living Trusts — Revocable 
and Irevocable.”—by The Chase Na- 
tional Bank of the City of New York. 


“How to Save Time, Work, Worry 
and Money in performing necessary 
duties for your own stockholders or 
bondbolders,” discusses the services of 
transfer and corporate trust department, 
and is addressed to corporation officials. 
—State Street Trust Co., Boston. 

“Arizona Statistical Review, 1950 
Edition,” to answer questions most fre- 
quently asked by Arizonians, prospective 
residents, and national business con- 
cerns interested in the state-—by Valley 
National Bank, Phoenix. 

“This Is Oklahoma,” a factual and 
readable discussion of the bank and the 
state—by First National Bank and 
Trust Co. of Oklahoma City. 

“Service Digest,” which discusses the 
21 services offered.—by Bankers-Equit- 
able Trust Co., Detroit. 

“Family Financial Planning,” a bud- 
get book which also discusses “What 
can the First Trust Company Do For 
You?”—by First Trust Company of St. 
Paul. 

“75th Anniversary Year,” large, ela- 
borate brochure which gives a thorough 
picture of the institution’s history, off- 
cers, committees and functions. — by 
First National Bank in Dallas. 

“The Last Half of the Ninth,” dis- 
cusses wills in brief and understandable 
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terms.—by The Canada Trust Co., Lon- 
don, Ontario. 

“You May Need 7 Specialists . . . to 
manage your estate!” very briefly points 
out the significance of the title line.-—by 
National Trust Co. Ltd., Toronto, On- 
tario. 

The First National Bank of Birming- 
ham, a small leaflet, “This Happens Too 
Often,” in simulated handwriting, is a 
chatty little piece relating the troubles 
Bess has as administrator of Bob’s es- 
tate, and how Marge will not be caught 
in that trap. 
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Bankers Trust Advertises 
Creative Industry 


Bank advertising that does not talk 
about banking has hit a new high in 
copy and art produced by Bankers 
Trust Company of New York, through 
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its “Vision Is Indispensable to Pro- 
gress” series, and run during the past 
several years in such magazines as 
Time, Business Week, U.S. News & 
World Report, Fortune, and Newsweek. 
The plan of the series was based on 
the belief that a great deal of interest 
had been developed during the war in 
what industry was going to produce 
after the war’s end. But when peace-time 
production got in stride there appeared 
to be a lull since people had been over- 
sold on the miracles of promised peace 
production. 


Upon investigation, however, Bankers 
Trust found that companies and indus- 
tries were spending many millions in 
research looking to the development of 


new products to raise the living stand- 
ards. The bank, therefore, decided to 
tell the story of progress being made by 
industry, and to point up the fact that 
American business still looks to new 
horizons, that there is still room for 
improvement, that this economy is dy- 
namic. 


Industry by industry, the series tells 
a forward-looking story, tied to the idea 
that Americans are still free to dream, 
plan and accomplish. In this way, with- 
out making claims for the bank, it has 
sought to create the impression that here 
is a forward-looking institution, inter- 
ested in forward-looking industrial com- 
panies, 


The series has won much favorable 
comment. 
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Attention Arresters in 
Recent Trust Ads 


Trust promotion through recent pub- 
lications advertising has presented some 
challenging ideas. They include: 


“Still Charging Up San Juan Hill?” 
—Mississippi Valley Trust Co., St. 
Louis. Under a line-cut reminiscent of 
“Arsenic and Old Lace,” the copy sug- 
gests that there are “many wills so out 
of date that they have no place in the 
world of today,” and observes that an 
attorney can review and bring the will 
up to date. 


“Mrs. Hollyberry’s Head Kept Spin- 
ning. —Fidelity-Philadelphia Trust Co. 
In the copy after Mrs. Hollyberry had 
admitted confusion over her husband’s 
estate, was reassured to learn that he 


had discussed his estate affairs with the 
Fidelity. 


“For Complete Assurance ‘Pre-Ad- 
minister’ Your Estate Now.”—AHarris 
Trust and Savings Bank, Chicago. It is 
pointed out that changes during the past 
two years have made many personal and 
estate plans obsolete. The bank suggests 
that an estate plan can be “pre-admin- 
istered” and brought up to date through 
the attorney and the trust department. 


“Cactus Thrives Because It Saves.”— 
Valley National Bank, Phoenix. The ad- 
vertisement urges preparation for the 
drouth which may come in later years. 


“Christopher Columbus Planned for 
the Future.”— First National Bank, At- 
lanta. Columbus’s letter to the Bank of 
St. Georges, written in 1502, is repro- 
duced together with an invitation to the 
reader to discuss his own future with 
the bank’s trust officers. 
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COMMON TRUST 
FUNDS 


(Continued from page 741) 


higher figure point out, it is still far 
closer investing than is possible or 
economical under individual accounts 
and still leaves a few dollars ready for 
emergencies. Like the $10 value it has 
the ease of use of decimals. 


Yields are not generally enough re- 
ported on the basis of the average cost 
to the participant (only 12 show this 
important figure), or related to the total 
amount invested during each quarter, 
to make such composite figures avail- 
able. This, of course, is a fairer ratio 
than one based on year-end principal 
value, particularly as the Funds have 
increased substantially in each quarter, 
and the total principal at the end of the 
year has not been working all four 
quarters. As to the earnings perform- 
ance of Common Trust Funds as a 
whole, it is interesting to note that the 
yields of almost all of the 62 discre- 
tionary funds shown in annual reports 
made during the past twelve months 
range between three and one-half and 
four and three quarters per cent. Ob- 
viously, the time a fund was started, 
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and the proporiion of equities are im- 
portant factors, since continuous addi- 
tions of principal must be fully as well 
as conservatively employed. 


Investment Diversification 


The diversity of investment practices, 
as well as of portfolios in discretionary 
Common Trust Funds, is proof of the 
independence of thought and selectivity 
exercised by trust department officials in 
all parts of the country. A composite 
of the 62 reporting Funds shows the 
following portfolio diversification: U. S. 
Gov't. Bonds 34% (38% in “G” series) ; 
corporate bonds 11.6%; preferred 
stocks 15%; common stocks 38.8%. 

In the category of government bonds 
all but one of these 62 discretionary 
funds are represented, though even here 


the proportions vary widely. In 22 
funds, governments account for less 
than 30% of the total portfolio (all 


but one being over 10%); in 19 funds 
they account for 30-39%, in 16 from 40- 
49% and in 4 for 50% or more. “G” 
bonds average 38% of all government 
obligations held, the reports for 1950 
showing less than a one per cent in- 
crease in this category over *49 reports. 


A comparison of the 20 discretionary 
funds in existence during most of 1945 
with the same funds in the 1949/50 re- 
port year shows that, whereas govern- 
ment bonds averaged 29% of the dollar 
volume of the portfolios in 1945, the 
latest reports show the percentage as 
35. Common stocks likewise increased 
proportionately to the total investments: 
from 29.2% in °45 to 33.7% in the 
current year. This occurred at the ex- 
pense of corporate bonds—which were 
reduced from 20.5% to 13.2%. and 
preferred stocks—reduced from 20% to 
16.7% in these particular Funds. Mort- 
gages held by three of these Funds ac- 
counted for 6.7% in 1945 and 4.3% in 
latest year. 

The average discretionary Common 


Trust Fund portfolio holds, in addition 
to government bonds, some 79 different 
issues of securities. More than one hun- 
dred different securities, besides govern- 
ments, make up the portfolios of four- 
teen Funds, with a high of 188. Only two 
Funds hold less than 25 different non- 
government securities. Yet in no instance 
is more than 6.5% of a Fund invested in 
a single company, and the largest single 
investment of all these Funds averages 
only 2.2%, shading down to .7%. 
Taking the average size of account 
invested through all the discretionary 
Common Trust Funds — $16,930 — it 
is easy to see how this process has 
brought wide diversification, not other- 
wise possible, to the thousands of smaller 
trust accounts, since the average number 
of securities (in addition to govern- 
ments) is 79, or considerably less than 
$200 in each non-government issue. 


Invested in 766 Companies 


The fifty-nine trust institutions which 
have issued annual reports on their 62 
discretionary Funds have invested them 
in 1,139 different security issues of 766 
corporations and other issuers. In these 
766 are 74 financial institutions and 19 
various agencies, the bulk being indus- 
trial and utility concerns. Some 495 dif- 
ferent common stock issues were repre- 
sented, 404 preferred, and 133 bond is- 
sues. Although consistently bearing the 
stamp of conservative standards, no two 
portfolios were even nearly similar in 
their selections. Even the most popular 
security was not included in 12 of the 
62 portfolios, and only 42 of the 495 
common stock issues appeared in as 
many as twenty different Funds. These 
companies were: 


No. 
Companies CTFs Holding 
E. I. duPont (including 6 via 
Christiana Securities Co.) 55 
General Electric 52 
Union Carbon & Carbide 50 
Standard Oil—N.J. —......___. & 


CHARTERED 18853 


United States Crust Company of New York 


45 WALL STREET, NEW YORK 


Ko OVER 95 years the efforts of this Company have been 
directed specifically towards the administration of estates and 


trusts and the management of property in all fiduciary capacities. 


Member 


New York Clearing House Association 


Federal Reserve System 





Federal Deposit Insurance Corperation 
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Sears Roebuck its 
General Motors ;. a 
Texas Co. My 40 
Gulf Oil 39 
Liggett & Meyers 39 
Westinghouse Elec. 37 
International Harvester 36 
Phillips Petroleum 36 
F. W. Woolworth 36 
Commonwealth Edison 35 
American Tel.&Tel. 32 
Chrysler Corp. 32 
J. C. Penney 32 
General Foods 31 
American Can 30 
Owens Ill. Glass 29 
Eastman Kodak 28 
Montgomery Ward 28 
Insur. Co. of N.A. 27 
Union Pacific 27 
Standard Oil—Cal. 26 
Kennecott Copper 26 
Natl. Dairy Products 25 
American Tobacco 24 
Philadelphia Electric 24 
Standard Oil—Ind. 24 
Cleveland Elec. Hlumtg. 23 
National City Bank (N.Y.) 23 
Monsanto Chemical 23 
Pittsburgh Plate Glass 23 
Allied Chemical & Dye 22 


Guaranty Trust Co. (N.Y.) 
American Gas & Elec. 

z. J. Reynolds Tobacco (B) 
United Fruit Co. 

Procter & Gamble 
Johns-Manville 

Northern Nat}. Gas 20 
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Types and Proportions 


As might be surmised, common stocks 
make up the largest part of the average 
discretionary fund portfolio. Only one of 
the 62 Funds analyzed holds no com- 
mons and this is the same fund whose 
unit value is still lower than originally, 
although it started in a relatively low 
market period. Only 8 held less than 
30°¢ of their entire portfolio in common 
stocks, 28 held from 30-39%, 17 held 
from 40-49%, while 8 held over 50% in 
this category. Of the 495 different issues, 
165 were held by only one Fund, an- 
other 60 by only two. Only 93 common 


stock issues were held in ten or more 
portfolios. 


Preferred stocks were the next most 
frequent category, being found in 56 
portfolios, but in only three did they ex- 
ceed 30% of the total value of the port- 
folios, and 16 were under 10%, leaving 
10-30% as the most general percentage. 
Only 14 companies’ preferred stock is- 
sues were held in ten or more Funds, 
the largest number in any one issue 
being twenty-one in General Motors. 
Again, of the 404 different issues (in 
331 companies), 154 were held by only 
one Fund and 53 were held by two. 

Bonds, other than government, ap- 
peared in the portfolios of fifty Funds, 
but in only four instances did they ac- 
count for as much as 30% of total in- 
vestments; in twenty-two cases for less 
than 10%. These were distributed among 
223 companies (including 72 railroads) 
and nineteen other issuing agencies. One 
other common trust fund, which holds 
exclusively bonds although with power 
to invest in equities, is not included in 
this review, but will be considered with 
legal funds for later investment analysis, 
since it is voluntarily restricted. It is in- 
teresting to note that of the 111 compa- 
nies in which Funds were invested in 
bonds but not in their stock issues, 64 
were railroads and 28 utilities. 

Mortgages are held in only seven 
Funds, but account for a maximum of 
30-39% in two cases and for under 10% 
of the total investments in four, the other 
holding 17°. The number of mortgages 
totals 182 with an average principal 
value of $6,164. 

Advices received from practically all 
the banks with experience in Fund ad- 
ministration express very favorable 
views and cite many advantages to both 
beneficiaries and trustees. Cost savings 
are cited and have enabled a passing on 
of benefits not only in diversification and 
yield but also in availability of time for 


SPECIALIZING IN THE SETTLEMENT OF ESTATES 


FOR 63 YEARS 


Trust Funds over $275,000,000 


FIDELITY TRUST COMPANY 
PITTSBURGH, PA. 
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other services to beneficiaries and even 
reduction in charges. There are probably 
hundreds more of the approximately 
3,000 trust institutions in the country 
that could benefit from use of such a 
fund, either discretionary or legal, and 
the future will unquestionably see a large 
increase in their numbers. 


This will be especially true if the limit 
of $50,000 on the amount which any 
trust or guardianship account can invest 
in a Fund is raised to $100,000. It takes 
about $1.75 to buy what $1.00 would 
buy when the Common Trust was first 
established, and yields on bonds have 
been cut drastically, while dividends on 
equities feel the ever-heavier tax squeeze. 
Both to assure better service to trust cus- 
tomers and fair return to trustees, the 
Common Trust Fund should be extend- 
ed, as the facts in this and other studies 
so forcefully prove. Trust institutions 
must be geared to serve many more peo- 
ple as the insurance companies are doing 
with their billions in options and the 
savings banks with their $70 billions in 
savings accounts. 


While the Common Trust Fund idea 
may be regarded as quite new in this 
country, there is a cumulative experience 
of some 330 years, considering each year 
that each Fund has been in operation. In 
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all those periods it is significant to note 
that there have been only three years in 
which any Fund showed a decrease in 
principal volume from the previous year, 
in spite of the fact that participating 
trusts have been terminated as well as 
inaugurated. 

In a study to be published in a subse- 
quent issue, composite analyses will be 
presented on ‘Legal’ funds, and certain 
investment correlations shown between 
the Legal and Discretionary types. Fol- 
lowing is a list of the trust institutions 
presently maintaining Composite or 
Common Trust Funds. 


A A A 


Urge Increase in 
Common Fund Limit 


The A.B.A. Trust Division’s Commit- 
tee on Common Trust Funds, follow- 
ing a survey of institutions operating 
such funds, has recommended to the 
Federal Reserve Board that the present 
limit of $50,000 on individual trust 
participation be increase to $100,000. 


A AA 


Toledo College Given Fund 
For Student Investment 


A student board of governors of the 
University of Toledo’s College of Busi- 
ness Administration has been given out- 
right $2,500 by the Ohio Citizens Trust 
Co., Toledo, to use in the purchase of 
any securities it may choose. The object 
of the gift is to spread not only a prac- 
tical working knowledge of securities 
markets, but to implant a firm founda- 
tion of the elements of capitalism. 


The terms of the agreement with the 
bank provide that the student board, 
appointed by the college dean, will con- 
trol the disposition of the fund. The 
bank will act as trustee and carry out the 
instructions given by the student board 
with respect to the investments to be 
made in stocks and bonds. 


It is expected that the fund may be 
increased from other sources since the 
college enjoys good relations with brok- 
ers, businessmen, merchants and manu- 
facturers throughout northwestern Ohio. 
Under the agreement any increase in 
the fund is to become a part of princi- 
pal, whether the increase results from 
successful trading or from other grants. 

Voting members of the student board 
will report regularly to an advisory 
committee of three faculty members and 
two members from the bank. The advis- 
ory board will review and offer com- 
ment, but final authority for handling 
the fund, buying and selling, will reside 
in the student board. 
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TRUST INSTITUTIONS OPERATING COMMON TRUST FUNDS 


Date Fund Started 






























State Name of Bank City Discretionary Legal 
Ala. .......First National Bank —...............................Birmingham —.......... 8/1/47 
First National Bank a Montgomery — 12/2/46 
Cah. emtind First National Trust & Savings Bk. — San Diego ................ 6/30/42 
Bank of America N. T. & S. A. —......--...- San Francisco —....... 12/ 1/47 
Colo. _.......United States National Bank | nee FT 
Conn. ...._Bridgeport-City Trust Co. —......................... Bridgeport — . _........ 8/29/47 
First National Bank & Trust Co. .....Bridgeport (Fd A) —. 7/10/43 
First National Bank & Trust Co. Bridgeport (Fd B) -. 3/27/45 
Hartford-Connecticut Trust Co. —.............. isles cc cinltostoccons 11/ 1/48 
Phoenix State Bank & Trust Co. _........_...._Hartford —............... 6/ 3/46 
First National Bank & Trust Co. _.........New Haven -... ~~ wt tte 
III "RII ON i oc iceenccieancnsdalbntinsiaharstonentte wewrnny —_.......... 5/ 1/48 
Del. __......... Equitable Trust Co. Wilmington (Fd B) —~ 7/ 1/30(c) 
Equitable Trust Co. ._.Wilmington (Fd C) —~ 6/ 8/34(c) 
Security Trust Co. —....... Wilmington _. anne Of 126Rte) 
Wilmington Trust Co. Wilmington —..........----- —-11/ 1/41(¢) 
D. C. _.......American Security & Trust Co. — Washington 3/ 1/50 
Washington Loan & Trust Co. —..............Washington 7/31/50 
Ga. _.........Citizens & Southern National Bank 0 See 7/ 1/49 
Trust Company of Georgia —................. BER cnn 8/95/56 
Ill. _.........City National Bank & Trust Co. ae. 
Continental Illinois Natl. Bank & Trust Co...Chicago —............... 12/ 1/49 
ne a SL: ERE eee ane e ee On Sere Retinal cnsstcean tp Eee 
as lO ee ee 
Safe Deposit & Trust Co. Baltimore —................ 6/15/45 
Union Trust Co. +o sn Baltimore ——.—. ae wt Bee 
Mass. _.... Roston Safe Deposit & Trust Co. -........ OS eae 
Og NG ee eee eee 
First National Bank _ 5S, caectiebaabtle a 6/ 6/47 
National Shawmut Bank -—.................. i Sa 
New England Trust Co. _... FS oC 
Old Colony Trust Co. —....... 0 Ee 
State Street Trust Co. _.. Mae ~ 2 ia 
Hadley Falls Trust Co. sapiens Holyoke -........ 6/19/50 
Worcester County Trust Co. Worcester - wee Or Oras 
Minn. __.. First Trust Co. fod = 0 6/20/37(b) 
Northwestern National Bank _. Minneapolis 11/30/45 
, | EERE Mississippi Valley Trust Co. —.....................St. Louis —.._____. .. 11/ 9/42 
St. Louis Union Trust Co. -... EEE BATS St. Louis (Fd A) —... 7/30/41 
St. touts Unten Traut Oo.. .................... St. Louis (Fd B) —._. 9/28/42 
Security National Savings & Trust Co. St. Louis 0000000... 9/ 9/40 
N. J. ..... First Camden National Bank & Trust Co..Camden _......_--==>>—s—«~2L/ 3.0 / 4B 10/31/48 
Burlington County Trust Co. —............ ..Moorestown —_........... 6/31/45 
Princeton Bank & Trust Co. —.................. Princeton —........ 11/30/49 
OS: ES. ee MRS 6/ 5/45 
We ne Sa eee . Buffalo Pe 7/ 1/50 
Bank of New York SS ee . 2 2 1/31/49 
Bankers Trust Co. eee 2 5/ 1/50 
Central Hanover Bank & Trust Co. —......New York —... 1/31/46 4/30/50 
Chase National Bank —_........ a — . aes ai 222 32 10/ 2/50 
City Bank Farmers Trust Elan ose x » aaa Te. 7/31/50 
os -New York . 11/ 1/49 8/ 1/50 
Manufacturers Trust Co. ..New York _... come. | Ot ae 8/ 1/50 
Marine Midland Trust Co. Se ea 
New York Trust Co. _ Se: +i ewe 5 
Lincoln Rochester Trust Co. Rochester 0... 2S 2/1/50 2/ 1/50 
ie 8 ee Rochester —....___ 6/27/45 7/31/50 
/ oe See Wachovia Bank & Trust Co. Winston-Salem _____ . 11/ 6/41 
I 2 Ee ll ee 
UL See =) sl CP 11/ 1/45 
Pa. __.Fidelity-Philadelphia Trust Co. .... Philadelphia 8/ 1/40 11/ 1/40 
SS GS a ena Philadelphia ; 12/ 1/39 12/ 1/39 
Land Title Bank & Trust Co. : . Philadelphia 7/ 1/42 11/16/47 
Pennsylvania Co. for weamennied & Trusts. Philadelphia 7/ 1/40 11/16/44 
Provident Trust Co. —........ Philadelphia 11/ 1/40 12/ 1/45 
Real Estate Trust Co. Philadelphia 6/ 2/47 
Tradesmens National Bank & Trust Co. Philadelphia 5/ 1/45 9/ 1/48 
Fidelity Trust Co. —- ee Pittsburgh 2/ 5/47 9/ 3/47 
Mellon National Bank & Trust Co. Pittsburgh 2/23/44(b) 
Peoples First Natl. Bank & Trust Co. - Pittsburgh 6/10/40 
Scranton Lackawanna Trust Co. _._.......Scranton 4/ 7/41 6/ 1/46 
Miners National Bank _.... -----.--------- Wilkes-Barre 6/ 2/47 6/ 2/47 
| Mereentile Nations! Dank —................ ee .......................... . 17/14/49 
Fort Worth National Bank —..............._ Fort Worth 2/ 1/48 
ee Proctor Trust Co. ...Proctor . 7/ 1/32 
Franklin County Savings Bank & Tr. Co... St. Albans 5/15/47 
Va. _..._.National Bank of Commerce -... eee ae: Norfolk eer ee 11/ 1/47 
First & Merchants National Bank _. Richmond \ntcanene | ee 
First National Exchange Bank —_............ Roanoke _. ie Se ae 
Wash. —_ National Bank of Commerce _....._.......Seattle 0000S 12/19 / 47 
Wise. —. Marine National Exchange Bank — Milwaukee —_____ . 7/1/44 


(a) A legal fund, but the Indiana legal list now includes common and preferred stock. 
(b) Voluntarily restricted to Bond investments. 
(c) Converted in 1943 from legal-type by adoption in Delaware of Prudent Man Rule. 





In addition to the states in which funds have been established, enabling legislation exists in Arizona, 
Arkansas, Florida, Idaho, Kentucky, Louisiana, Michigan, Oklahoma, South Dakota and West Virginia. 
In Missouri common trust funds have been authorized pursuant to court decision rather than legislation. 


Three banks operate $1200-limit funds under Section 17(b) of Regulation F: Union Trust Co., 
Butler, Pa., Norristown-Penn Trust Co., Norristown, Pa., and Mellon National Bank & Trust Co., 
Pittsburgh, Pa. Ann Arbor (Mich.) Trust Co. operates a contract fund (since 1932). Two other 
banks, Montpelier (Vt.) Savings Bank & Trust Co., and Waterbury (Vt.) Savings Bank & Trust Co., 
operate composite funds which are not governed by Federal Reserve regulations. The Massachusetts 
Hospital Life Insurance Co. of Boston (chartered as a fiduciary institution) set up last year 4 
commingled trust fund under the Investment Companies Act regulations. 
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CURRENT LITERATURE NOTES 


Books 


How To Lay a Nest Egg 


EDGAR SCOTT. The John C. Winston Co., 

Philadelphia. 64 pp. $1.50. 

The author, formerly a governor of 
the New York Stock Exchange, former 
president of the New York Stock Ex- 
change, former president of the Phila- 
delphia Stock Exchange, director of sev- 
eral companies, and now senior partner 
of Montgomery, Scott & Co., Phila. and 
N. Y., tells the girls about financial mat- 
ters. Informative as the book is, in an 
easy reading sort of way, the introduc- 
tion by Emily Kimbrough lays a ground- 
work of riotous financial innocence dif- 
ficult to keep pace with. Miss Kimbrough 
has apparently been in a_ pleasantly 
glassy-eyed state of financial confusion 
since her early college days; but she 
launches the readers into the text with 
the final admission, “I represent, I esti- 
mate, the nadir of knowledge of banks, 
bonds and stocks. If I can understand 
what Mr. Scott has written, anyone can. 
I do understand it. . .” 

The text, illustrated with many draw- 
ings, one of which is reproduced here- 
with, is simple but not so simple that the 
readers are left with no knowledge still. 
This is an excellent job of presenting 
“Financial Facts of Life for the Average 
Girl.” 


ARTICLES 


Estate Tax Aspect of Inter Vivos 
Trust for Minor 


HENRY SCHNEIDER. Taxes, September. 


This article deals with the estate tax 
consequences of living trusts established 
by a father for his minor child after Oct. 
7, 1949, the effective date of the Tech- 
nical Changes Act of 1949. A number of 
tax traps are described which, if sprung 
by the Treasury, would lead to demands 
for retroactive amendments as resulted 
from the Stuart (income tax) and Spiegel 
(estate tax) decisions. Because trusts for 
the benefit of dependents present peculiar 
problems which cannot be covered by gen- 
eral tax provisions, the author suggests 
special legislation to deal with them. In 
the meantime certain cautions are sound- 
ed with respect to drafting inter vivos 
trusts for a minor child. 


Buy and Sell Provisions of 

Partnership Agreements 

STANLEY R. DARLING. Oregon Law Re- 

view, June. 

After pointing out the advantages of 
buy and sell agreements, the writer raises 
a number of questions that should be 
considered in evaluating a.partner’s in- 
terest and proceeds to outline the several 
methods of valuation. The tax conse- 
quences of an option to buy as dis- 
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tinguished from a duty to buy are 
treated. The tax incidents of life insur- 
ance used to fund the agreement are also 
discussed. Appended are a number of 
suggested clauses. 


Analyzing the Buy and Sell 

Agreement 

HARRY S. REDEKER. The C.L.U. Journal, 

September. 

A specimen agreement covering the 
purchase and sale of partnership inter- 
ests is set forth in full with explanatory 
comments on each clause. 


Administration and Supervision of 

Trust Business 

GILBERT T. STEPHENSON. The Trust Bul- 

letin, September. 

This is the final study in Mr. Stephen- 
son’s fourth series of Studies in Trust 
Business. It selects suggestions arising 
out of joint conferences between super- 
visory men and trustmen in each of the 
twelve Federal Reserve Districts, held 
during the year ending in June. These 
suggestions, calling for affirmative action 
and believed to be possible of accomplish- 
ment within a reasonable time, cover op- 
portunities for improvement in admin- 
istration and in supervision, and point 
the way to closer cooperation and as- 
sistance between the two groups. 


Real Property Management Forms 
The Trust Bulletin, October. 


The A.B.A. Trust Division’s Commit- 
tee on Operations for Trust Departments 
here sets forth a suggested procedure for 





“T can’t decide between a mutual fund and 
six sheer nightgowns.” 
—from How To Lay a Nest Egg 





inspecting and recording the inspection 
of real estate including farm property, 
and real estate loans, held in trust ac- 
counts. Thirteen forms are reproduced 
with explanatory comment. 


Legal Aspects of United States bi 
Savings Bonds # 


Virginia Law Review, April. 


The Treasury Regulations governing 
the issue, transfer and redemption of 
savings bonds are here analyzed, together 
with numerous court decisions interpret- 
ing and applying the rules. The majority 
view is that such bonds cannot be the 
subject of a voluntary inter vivos trans- 
fer. Despite the regulation that the rights 
of a beneficiary or co-owner on death are 
paramount, the courts have intervened 
in cases involving creditors’ rights and 
violation of contract to bring about an 
equitable result by compelling the payee 
to cash the bonds and surrender the pro- 
ceeds to the aggrieved parties. 


OTHER ARTICLES 


A Marital-Deduction Trust Nontax- 
Formula Clause, by William R. Spinney: 
Taxes, Sept. 

Aliens and the Estate and Gift Tax 
Law, by Henry Schneider: Taves, Aug. 


Testamentary Nature of Life Insur- 
ance, by Forrest L. Morton: The Spec- 
tator, Sept. 


Transfers of Life Insurance for Valu- 
able Consideration, by Gerard S. Brown: 
Taxes, Oct. 

The Alimony @rust, by Stephen T. 
Dean (revision o¥ article in April 1950 
T&E): Taxes, O 

Stock Trangfegj under Uniform Fidu- 
ciaries Act d@Nominee Statutes, by 
Berto Rogers Carter Chinnis: Wash- 
ington and L w Review, Vol. 7, No. 2. 


Pension P Lfegotiation by Directors 

















without StofRolder Approval: Temple 
Law Quarte%@, July. 

New York artial Prudent Man Rule, 
by Ernest Strand: New York Law 
Quarterly Kipiew, July. 


Is Trust @dvertising Telling People 
What They Want to Know? by George 
D. Cherry: The Trust Bulletin, Sept. 


A A A 


Thompson on Wills Supplement 


Thompson on Wills, Third Edition, 
published in 1947, has been brought up 
to date by a supplement setting forth a 
digest of pertinent statutes of all states 
as of May 1, 1950. This excellent volume 
deals with drafting, probate and interpre- 
tation of wills, with almost 300 pages 
devoted to forms. Publisher is Bobbs- 
Merrill of Indianapolis. 
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Marital Deduction 


(Continued from page 747) 


such taxes as expenses of administering 
the estate. Suppose, further, that the wife 
is given a fractional share in the estate 
remaining afier payment of taxes. Since 
no part of the taxes is payable out of 
the fund in which the wife shares it 
appears that the aforementioned Section 
has no application and that there is no 
basis for reducing her share. Actually, 
by this meihod, the draftsman is defin- 
ing “residue” to mean the true residue 
of the estate available for distribution 
after payment of all taxes. 


Suggested Provisions 


In using a share of residue as the 
method for obtaining the marital de- 
duction it seems advisable to incorpo- 
rate the following provisions in the will: 


(1) An express direction that all estate, 
inheritance and succession taxes be paid 
by the executor as administration expenses. 


(2) A specific bequest to Trust B (non- 
qualifying trust) of all property, if any, 
which would not qualify for the marital 
deduction if left outright to the wife. This 
removes from the residuary estate any non- 
qualifying asset and will eliminate the 
need for restrictive language in setting up 
the wife’s share of residue. Since cash 
proceeds of an unqualified asset cannot 
qualify, this prevents a commingling of 
qualified and unqualified cash. If there is 
any property such as real estate or stock 
in a close corporation which the testator 
may not wish to leave proportionately to 
the two trusts as a share of residue, such 
assets should be specifically bequeathed to 
the wife’s trust or to the children’s trust. 


(3) A bequest of a fractional share of 
the residuary estate to Trust A (marital 
trust for the wife) and the remaining 
fractional share to Trust B (nonqualifying 
trust). Such fractional shares, determined 
on the basis of Federal estate tax values, 
nevertheless retain their character as resi- 
due and any increase or decrease in the 
residuary estate prior to the time of ulti- 
mate distribution would be shared pro- 
portionately by Trust A and Trust B. 


If it is desired to obtain the maxi- 
mum marital deduction allowable under 
the law through use of residue it will 
be necessary to draft a formula similar 
to those now used in connection with 
the pecuniary bequest. A suggested 
formula for obtaining the maximum de- 
duction through use of residue is as 
follows: 

I give the entire residue of my estate 
remaining after the payment of all taxes 
as provided under Article One of my will 
to my trustee hereinafter named as trustee 
of separate trusts to be designated as 
Trust A and Trust B. If my wife survive 
me, Trust A shall be comprised of that 


fractional share of the residuary estate 
passing under this Article which will equal 
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one-half of my adjusted gross estate as 
finally determined under the Internal Reve- 
nue Code for Federal estate tax purposes 
less the aggregate marital deduction allow- 
able for property or interests in property 
which pass or have already passed to my 
said wife under any other Article of this 
will, by operation of law, through insur- 
ance contracts or otherwise. Trust B shall 
be comprised of the remaining fractional 
share of the residuary estate or of the en- 
tire residue if my wife does not survive 
me. Such fractional shares of residue shall 
be determined on the basis of final Federal 
estate tax values. 

The “residue formula” permits full 
use of the marital deduction, eliminates 
gain or loss to the executor upon satis- 
faction of the marital bequest in kind 
and preserves the relative interests of 
the wife and children should the testa- 
tor’s estate increase or decrease in value 
prior to the time of actual distribution. 
More important, such “residue formula” 
eliminates a source of possible friction 
between wife and children due to the 
conflict of interest which is inherent in 
the “pecuniary bequest formula.” Use 
of the residuary clause as the vehicle 
for obtaining the marital deduction thus 
appears to offer a simple solution to a 
great many of the vexing administrative 
problems with which executors are being 
confronted under other types of the 
bequest formula. 
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INVESTMENTS 


(Continued from page 755) 


in 1929. Personal income is around 219 
billions as against 85 billions of dollars 
in 1929. Industrial production is at 
212% of its 1935-39 average as against 
110% in 1929, and corporate profits are 
around 18 billions of dollars today as 
against only 8 billions in 1929. 

Intrinsically, common stocks have 
been priced cheaper in relation to earn- 
ings, dividends, and book values in re- 
cent years than ever before. Common 
stocks are not any higher, if as high 
from an historical viewpoint than are 
commodities, real estate, and other 
equity-type investments. Common stocks 
of many strong companies are selling 
at from five to twelve times earnings 
and yielding from 5% to 6%, with only 
a reasonable part of the earnings being 
paid out in dividends. 


The Need for Managerial Service 


Consider, for instance, that the United 
States Steel Company has invested in 
plant expansion since World War II for 
each of its common shares outstanding 
a sum which approximates its recent 
market value. Montgomery Ward com- 


mon stock is selling at a price approxi- 
mately equal to its net working capital; 
all its plants, stores, and other assets 
would come along for nothing. Or, 
turning to Gulf Oil, its estimated crude 
oil reserves alone are equal to better 
than six barrels of oil for each $1 mar- 
ket value of the common stock. No 
wonder that this stock, selling at about 
nine times its estimated 1950 earnings, 
is more widely held by investment trusts 
than any other stock. 


To avoid the danger of fluctuations of 
stock, it is recommended that trustees 
carefully consider the advantages of av- 
eraging their investments. Probably the 
best way for the trustee is not to try to 
pick the high or the low of the market 
but to place some fraction of his total 
funds each year into equity-type securi- 
ties so as to get the average price pre- 
vailing over a full phase of the business 
cycle. 


Many trustees in the past have avoid- 
ed real estate as being too speculative 
and because they did not want to bother 
with the management problems. This 
seems an unsatisfactory answer, partic- 
ularly where the real estate has been 
received in kind. A competent trustee 
will either have available in his own 
bank real estate management facilities 
or will obtain them from outside. The 
same comments would, in general, apply 
to petroleum and mineral interest. It 
seems inevitable that the trustees in a 
number of states will continue to find 
mineral rights and royalties to be a 
major trust asset. As trustees, we should 
prepare ourselves to properly administer 
these type assets so as to obtain from 
them the many advantages such as in- 
come, inflation protection and tax ex- 
emption. Likewise, trustees should not 
shy away from business interests when 
received in trust; in modern trust bank- 
ing, there are adequate means for hand- 
ling such investments. 
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75th Anniversary 
The First National Bank in Dallas, 


Texas, was crowded on Oct. 11th with 
thousands of well-wishers who came to 
help celebrate the bank’s 75th anniver- 
sary. Climax of the occasion was at night 
when a reception was held for stock- 
holders in the Crystal Room of the 
Baker Hotel. More than 2,000 stock- 
holders passed along the receiving line 
which was headed by Nathan Adams, 
honorary chairman of the board, Ed- 
gard L. Flippen, chairman, and Ben 
Wooten, president. 
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TRUST PERSONNEL CHANGES 


CALIFORNIA 


Los Angeles—Fred C. Luchsinger has 
been appointed assistant manager of the 
real estate department of CALIFORNIA 
Trust Co., specializing in supervision of 
multiple residential and business income 
properties, as part of the company’s 
newly installed property management 
division. 


CONNECTICUT 


Hartford — John 
B. Byrne, president 
of THE HARTFORD- 
CONNECTICUT 
TrusT Co., has an- 
nounced the resig- 
nation effective 
December 31, 1950, 
of Edwin W. Mar- 
vin, vice president 

Reese H. Harris, Jk. in charge of the 
Trust Department, and the election of 
Reese H. Harris, Jr., as his successor. 
Mr. Harris received his law degree from 
Harvard Law School in 1936 from which 
he was graduated Magna Cum Laude. 
Since then he has been an associate and 
partner of Gross, Hyde and Williams, 
except for service in the United States 
Navy during 1944-46. In 1941 he was 
appointed counsel to The Connecticut 
Bankers Association, a post which he has 
held to date. 


Mr. Marvin is retiring after twenty- 
five years service with the bank, inter- 
rupted only by three years of service as 
a Major during the Second World War, 
to devote more time to his personal in- 
terests and to the practice of special 
phases of fiduciary law and taxation. 


Hartford—Alfred B. Roch retired as 
trust officer of the HARTFORD NATIONAL 
BANK & Trust Co., having spent 37 years 
with the bank, twenty years as trust offi- 
cer. 


Hartford—RIVERSIDE TRUST Co., which 
recently took over the PORTLAND (Conn.) 
Trust Co., elected Carlyle S. Bell as vice 
president, and Russell A. Wilcox, asso- 
ciate trust officer, was elected secretary 
succeeding Morris E. Allen, made treas- 
urer. 





FLORIDA 


Jacksonville—H. C. Eberts, formerly 
vice president, has been elected president 
of FLorIDA NATIONAL BANK. At 39, he is 
the youngest ever elected to head the in- 
stitution. 


GEORGIA 


Atlanta—J. F. Glenn has been elected 
assistant president and a director of 
CirizENs & SOUTHERN NATIONAL BANK. 
A partner in the investment banking firm 
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of Courts & Co., Mr. Glenn’s experience 
will be especially applicable to te bank’s 
operations with the largest trust business 
in the State. 


ILLINOIS 


Chicago—Irwin A. Goodwin, trust offi- 
cer of EXCHANGE NATIONAL BANK, re- 
ceived the additional title of vice pres- 
ident. 

Chicago—Harold A. Bravnick has been 
named assistant trust officer at LIVE 
Stock NATIONAL BANK. 


Chicago — Davis G. Kirby has been 
made director of the newly created Mar- 
ket Research and Development depart- 
ment of NORTHERN TRUST Co., which in- 
cludes advertising, public relations and 
business development coordination di- 
visions. Mr. Kirby joined the Trust Com- 
pany several months ago as second vice 
president, and formerly specialized in 
sales research merchandising and adver- 
tising with the firm of Booz, Allen & 
Hamilton. 


IOWA 


Des Moines—Iowa-DES MOINES Na- 
TIONAL BANK announced the election of 
Herbert L. Horton (president and chief 
executive officer for the past 12 years) 
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HERBERT L. HORTON CALVIN W. AURAND 


to the newly created post of chairman of 
the board, effective January 1951. To suc- 
ceed Mr. Horton as president, Calvin W. 
Aurand has been elected. Mr. Aurand 
presently is vice president and a director 
of MIDLAND NATIONAL BANK, Minne- 
apolis, and has had 25 years of banking 
experience, with many years of activity 
in civic affairs in Minneapolis. Iowa-Des 
Moines National Bank is the largest bank 
in Iowa, and is affiliated with the North- 
west Bancorporation. 


KENTUCKY 


Monticello—Trust powers having been 
granted to MONTICELLO BANKING Co. un- 
der the Federal Reserve Act, W. L. 
Baker, president and trust officer will 
devote part time to the trust depart- 
ment. 


MASSACHUSETTS 


Cambridge—George A. Macomber has 
been advanced from vice president to 
president, to succeed the retiring Alvan 


B. Hathaway; Paul G. Laffoley elected 
vice president in addition to trust officer; 
Carl A. Friberg elected assistant secre- 
tary in addition to assistant trust officer; 
Henry D. Winslow, secretary; and Leo 
A. Waller assistant secretary in addition 
to assistant treasurer. 


Boston—Augustin H. Parker, Jr., vice 
president of OLD CoLony TrRusT Co. since 
1949, has been elected a director. 


NEW JERSEY 


Elizabeth — Willard C. Forman has 
been elected a vice president of NATIONAL 
STATE BANK, and continues as trust offi- 
cer. 


Elizabeth—UNION CouNTYy TRusT Co. 
promoted Samuel J. Miller to assistant 
trust officer, and George H. Gaines to 
assistant secretary. Mr. Gaines has 
served the bank since 1924 in various 
capacities including public relations, bus- 
iness development and advertising. 


Newark—Edward Boylan, an assistant 
public relations officer of Howarp SaAv- 
INGS INSTITUTION since 1947 and for five 
years attached to the trust and invest- 
ment departments, has been made public 
relations officer. 


Newark—NATIONAL NEWARK & ESSEX 
BANKING Co. appointed Leslie P. Doug- 
lass assistant vice president and trust 
officer; Rembrandt P. Lane, Barclay B. 
Baekey and George Barker, Jr., trust 
officers. Mr. Douglass completed 40 years 
with the bank last January; Mr. Baekey’s 
service dates from 1941; Mr. Barker 
since 1932; and Mr. Lane from 1931. 


Trenton—Harvey Emery, vice pres- 
ident of Bankers Trust Co., New York, 
will succeed James Ringold as president 
of First MECHANICS NATIONAL BANK 
effective January first. 


NEW YORK 


Cooperstown — Sumner M. Shumway 
was elected assistant vice president and 
trust officer, Harry N. Shepard cashier 
and assistant trust officer, at First Na- 
TIONAL BANK. 

New York—BANK OF NEW YorK & 
FirtH AVENUE BANK appointed S. L. 
De Vausney, formerly vice president, as 
vice president and secretary. 

New York—CHASE NATIONAL BANK 
promoted Crawford Wheeler, second vice 
president in charge of public relations, to 
vice president, and William R. Bottenus 
of the trust department to second vice 
president. 

New York—Robert C. Porter became a 
vice president in the corporate trust de- 
partment of CHEMICAL BANK & TRUST 
Co. 

New York — GUARANTY TRUST Co. 
elected Lester J. Harris and George P. 
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LOOK IN FINANCIAL HOMES 





As a result of an extensive modernization program, the City National Bank & Trust Co., 

Kansas City, Mo., is among the most modern banking institutions in the country. Above 

is shown the all-glass entrance from the lobby of the R. A. Long Building, to the banking 

lobby. Large verticale panels of clear Tuf-flex plate glass on either side of the doors brighten 
the banking areas. 


Kappesser as assistant real estate trust 
officers. 

New York—Allin B. Crouch became a 
vice president and comptroller of IRVING 
Trust Co. Mr. Crouch was formerly with 
the General Electric Co. of Schenectady 
as assistant comptroller. 


New York—Hen- 
ry C. Alexander 
was elected pres- 
ident and chief ex- 
ecutive of J. P. 
MorGAN & Co., suc- 
ceeding George 
Whitney, who be- 
comes chairman of 
the board, replac- 
ing Russell C. Leff- 
ingwell, resigned. Mr. Alexander has been 
executive vice president since 1948. He 
is a graduate of Yale Law School and in 
1925 became associated with Davis, Polk, 
Wardwell, Sunderland & Kiendl. He has 
been with the Morgan firm since 1939. 

New York—Charles H. Jones of MAN- 
UFACTURERS TRUST Co., has been desig- 
nated senior vice president in the invest- 
ment department. 

New York—Dozier N. Fields and Lloyd 
Lowndes have been appointed assistant 
trust officers of NEw YorK TRUST Co. 





HENRY C. ALEXANDER 


NorTH CAROLINA 


Grensboro—Claude L. Batkins has 
been made an assistant trust officer of 
GUILFORD NATIONAL BANK. He was for 
20 years with State-Planters Bank & 
Trust Co., Richmond, Va., where he was 
assistant trust officer in charge of new 
business. 
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Winston-Salem — WACHOVIA BANK & 
TRUST Co. appointed Murry A. Miller an 
assistant trust officer at the main office. 
He formerly held this title at the Salis- 
bury branch. 


OHIO 


Cincinnati — 
FIRST NATIONAL 
BANK’S new pres- 
ident is Reuben B. 
Hays, former exe- 
cutive vice pres- 
ident. He succeeds 
Waldo E. Pierson, 
who becomes chair- 
man of the board to 
replace H. S. Ley- 
man, resigned. 





REUBEN B. Hays 


OREGON 


Portland—John I. Sell became assist- 
ant vice president in charge of public 
relations at First NATIONAL BANK. 


PENNSYLVANIA 


Philadelphia—At REAL ESTATE TRUST 
Co., Harvey T. Sayen, formerly secre- 
tary, became trust officer. 


Pittsburgh—Former trust officer John 
L. Probst has been appointed an assist- 
ant vice president of MELLON BANK & 
Trust Co. 


TENNESSEE 


Chattanooga—Ben E. Caldwell resign- 
ed as assistant vice president and assist- 
ant trust officer of HAMILTON NATIONAL 
BANK, to devote his time to outside bus- 
iness interests. 


TEXAS 


Austin—T. H. Davis, formerly first 
vice president, AUSTIN NATIONAL BANK, 
has been elected president of that bank 
to succeed William H. Folts, resigned 
due to ill health. 

Childress—First NATIONAL BANK, re- 
ported in August as having been granted 
trust powers, appointed J. J. Ward trust 
officer and auditor, and E. E. Smith as- 
sistant trust officer. 

El Paso—Joseph F. Nelan advanced 
from assistant trust officer to trust offi- 
cer and active head of the trust depart- 
ment at EL Paso NATIONAL BANK; 
Thomas C. Patterson, vice president, con- 
tinues in an advisory capacity. 


VIRGINIA 


Roanoke — COLONIAL-AMERICAN NaA- 
TIONAL BANK elected Roy C. Herrenkohl 
vice president in charge of new business. 


Norfolk—Osmond T. Jamerson retired 
November first as vice president of Na- 
TIONAL BANK OF COMMERCE, to assume 
an executive position with Millhiser Bag 
Co., Inc., of Richmond. 


EMPLOYMENT EXCHANGE 





Former trust officer with one of New 
York’s large banks desires to relocate 
away from New York. Has over 25 years 
of experience in all phases of administra- 
tion and operation. Code 11-1. 


Former top trust executive and recent- 
ly public relations director for investment 
counsel firm desires re-entry into trust 
business. Is member of Bar. Code 11-2. 
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MERGERS 


Bridgeport & Shelton, Conn.—Direc- 
tors of both the First NATIONAL BANK & 
Trust Co., Bridgeport, and the SHELTON 
Trust Co. approved consolidation of the 
two institutions, subject to ratification of 
stockholders. 


Indianapolis, Ind—Shareholders have 
approved the consolidation of INDIANA 
NATIONAL BANK and the UNION TRUST 
Co. under the name of the former, as re- 
ported last month (p. 722). 


Pittsburgh, Pa.—On December first the 
shareholders of MELLON NATIONAL BANK 
& Trust Co. and the FARMERS DEPOSIT 
NATIONAL BANK will consider a proposal 
to ma ‘*.e Farmers Deposit a part of 
the ii?!on National. The directors of 
both banks have already approved, and 
if approved by stockholders the change 
will become effective early in December. 
Complete banking facilities are to be 
available at both offices, and present of- 
ficers and employees retained. 


John S. Smith, who has been president 
(Continued on page 804) 
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ESTATE TAX 


Trust with reservation of right to use 
income for education and support of 
minor, includible in decedent’s estate. In 
1937 decedent created two trusts for his 
two minor sons, respectively aged 14 and 
8. Under terms of trust, decedent as 
sole trustee had power, until each bene- 
ficiary reached age 25, to: (1) pay in- 
come to beneficiary, (2) pay income to 
legal guardian, or (3) use income for 
education and maintenance of beneficiary 
while a minor. At time of decedent’s 
death in 1943, one of sons was over 21 
years of age and other was minor. Com- 
missioner included property of both 
trusts in decedent’s gross estate, and 
assessed a deficiency. Executor paid 
deficiency and brought suit for refund. 

HELD: As to trust for minor son, de- 
ficiency properly was assessed. Respect- 
ing trust for other son, property was 
not properly includible in decedent’s 
estate, Refund granted. 

Section 81.18 of Regulations 105, in- 
terpretative of Section 811 (c) of In- 
ternal Revenue Code, provides in part: 

“The use, possession, right to the in- 
come, or other enjoyment of the prop- 
erty will be considered as having been 
retained by or reserved to the decedent 
to the extent that during any such pe- 
riod it is to be applied towards the dis- 
charge of a legal obligation of the de- 
cedent, or otherwise for his pecuniary 
benefit.” 

Following this Regulation, Court held 
that in case of one trust, reservation by 
decedent to use trust income for educa- 
tion and maintenance of beneficiary 
while a minor was exhausted prior to 
decedent’s death. Trust property was 
not, therefore, includible in decedent’s 
estate. As to minor son, however, reser- 
vation of right to use income for such 
purpose was not exhausted prior to de- 
cedent’s death, and trust property was 
properly includible in decedent’s estate. 
Townsend v. Tompson, U.S.D.C. E.D., 
Ark., July 24, 1950. 


Exercise of option under pension plan 
does not render annuity includible in 
gross estate. Decedent was participant 
in Pension Plan under which, if living 
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FEDERAL TAX NOTES 


SAMUEL J. FOOSANER 
Tax Attorney, Newark, New Jersey 


at a specified retirement age and if in 
the employ of employer, he would have 
been entitled to an annuity. 

Prior to date for his retirement under 
plan, decedent exercised an option pro- 
viding for annuity to himself, and upon 
his death for his widow. Plan provided 
that at any time employer might re- 
quest insurance company carrying plan 
to commence decedent’s annuity pay- 
ments prior to normal retirement date. 
Soon after decedent exercised his op- 
tion, he was retired and he began re- 
ceiving annuity payments. He died about 
five months later and thereafter widow 
received annuity payments provided for 
under option. Commissioner included 
value of annuity payable to wife in de- 
cedent’s gross estate as transfer made 
in contemplation of death. 


HELD: Value of annuity not includ- 
ible in decedent’s gross estate. Decedent 
did not effect transfer when he exer- 
cised option because at that time he 
did not possess vested right to benefits 
he was alleged to have transferred. 


At time of election, decedent held only 
an option to choose between several alter- 
nate retirement benefits under plan and 
such benefits were payable only if he 
was living and in employ of employer 
on his normal retirement date. There- 
fore, decedent owned nothing more than 
mere expectancy to receive benefits, and 
was incapable of transferring any inter- 
est in property. Estate of Howell, v. 
Comm., 15 T.C. No. 34, Sept. 19, 1950. 


Contribution by surviving joint ten- 
ant. Property not includible in dece- 
dent’s estate. Some time prior to his 
death, decedent and his wife lived in 
Louisville, Kentucky. Subsequently they 
moved to Florida and purchased a home 
in Daytona Beach. This was conveyed 
to both of them jointly, with entire 
property passing to survivor upon death 
of either. Upon decedent’s death in 1945, 
Commissioner included jointly held 
Florida property in decedent’s estate, 
and assessed deficiency. Executrix paid 
tax and brought suit for refund. 

Surviving joint owner, the widow, 
testified that she, individually, had own- 
ed residence they occupied in Louisville 


prior to moving to Florida. She claimed 
that she built it with her own funds. 
Shortly after Florida home was pur- 
chased, she sold Louisville home and 
paid proceeds from sale to her husband 
in consideration of conveyance made to 
her of interest in the Florida property. 


HELD: Pursuant to judge’s charge 
to jury that if they believed proceeds 
of Louisville property were used as wi- 
dow testified, they should find for wi- 
dow, jury so concluded; property was not 
includible in decedent’s estate. Credo v. 
Glenn, U.S.D.C. W.D. of Ky., July 25, 
1950. 


INCOME TAX 


Trusts: Taxability to grantor deter- 
mined upon transfer of income and prop- 
erty to trust. Petitioner executed a Dec- 
laration of Trust in 1944 for the benefit 
of his wife and daughter, transferring 
to himself as Trustee all his right, title 
and interest in two agreements. First 
agreement, called Interstate, was be- 
tween petitioner and corporation by 
which he was employed. It provided that 
petitioner assign to corporation all in- 
ventions made by him, corporation to 
pay petitioner one-half of all profits on 
such inventions received from persons 
other than corporation or its subsidiar- 
ies. Second agreement was between pe- 
titioner and two other individuals. It 
provided for manufacturing certain ma- 
chines under a license procured from 
Interstate, with profits derived from 
such manufacture to be divided equally 
among such parties. Agreement stated 
that three parties owned the license pro- 
cured from Interstate equally although 
it was in the name of one of the other 
parties. 

Commissioner determined that income 
received by trust was taxable to peti- 
tioner on ground that petitioner had 
merely assigned to trust future income 
to be received for past services rendered. 

HELD: Income received by trust from 
Interstate agreement taxable to grantor- 
petitioner. Petitioner’s only property 
consisted of his agreement with Inter- 
state to receive part of profits from in- 
ventions. It was not a royalty agreement 
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but simply additional compensation for 
past services rendered. Transfer to 
trust therefore was assignment of fu- 
ture income and not of income produc- 
ing property. 

Income from second agreement as- 
signed to trust, however, was not taxable 
to grantor-petitioner. Here petitioner 
owned and transferred his equitable 
ownership interest in license itself and 
not just income therefrom. Cohen v. 
Comm., 15 T.C. No. 40, Sept. 22, 1950. 


Estate not in process of administration 
where all executor’s duties except distri- 
bution complete. Decedent died testate in 
July, 1941. Included among his estate 
assets were a peach orchard, a packing 
plant and a vegetable plant business. 
Will gave all decedent’s property to his 
wife for life, with remainder over to his 
daughter. Since wife was in poor health 
and was not experienced in operating 
the business, decedent, before his death, 
had requested person named as executor 
in his will to pay all debts and put estate 
in such condition that wife could manage 
it. As early as 1943 executor began seek- 
ing purchaser for business but could not 
arrange sale until 1948. Meanwhile, in- 
come from business was reported by 
estate on fiduciary return, with proper 
deductions taken for income distribu- 
tions actually made to wife. All dece- 
dent’s debts were paid prior to March 28, 
1944. No order of probate was issued 
authorizing continuation of business be- 
yond May 31, 1945. 


Commissioner determined tlat estate 
administration was completed prior to 
close of fiscal year ending May 31, 1945 
and that income from operations there- 
after was reportable by wife. Executor 
contended that administration was not 
complete until business w _ sold since 
it was his moral duty to esiablish a 
sound credit rating for business and 
sell it before closing estate and trans- 
ferring assets to wife. 

HELD: Administration of estate was 
completed for tax purposes prior to close 
of fiscal year ending May 31, 1945. All 
ordinary duties of administration, such 
as collection of assets and payment of 
debts and legacies, shculd have been per- 
formed by then. There was no estate 
purpose for not distributing assets. 
Things done by executor thereafter 
might just as well have been done by 
distributee with advice of executor, if 
necessary. Therefore, income from busi- 
ness operations was properly reportable 
by beneficiary. Estate of Farrier v. 
Comm., 15 T.C. No. 41, Sept. 22, 1950. 


Election to file joint return binding 
after expiration of time for filing. Tax- 
payer and husband were in business 
together. Husband always took care of 
all tax matters. For year 1945, he filed 
income tax return showing income of 
$22,407 from business. In response to in- 
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struction on return that if it was a 
joint return, name of wife should be 
filled in, husband inserted the name of 
“Mrs. George Williamson, wife.” Also 
answered “No” to question,” Is your 
wife (or husband) making a separate 
return for 1945?” Husband alone signed 
return. 

After expiration of time for filing in- 
come tax returns for 1945 had expired, 
the husband and wife were advised that 
since business was operated as an equal 
partnership, one-half of income there- 
from belonged to each and they were en- 
titled to file separate individual returns 
showing amount each one received from 
business. 

Husband died in June 1947 and, 
thereafter, wife filed an individual re- 
turn for herself for year 1945, and an 
amended return as executrix of estate 
of husband. Each return reported one- 
half of income from business. Wife paid 
tax due according to return and filed 
claim for refund of alleged overpay- 
ment made by husband for 1945. 


HELD: Refund denied. Court rec- 
ognized partnership as a valid one for 
income tax purposes. However, it ruled 
that since election had been made to file 
joint return and time for filing returns 
for year 1945 had expired, it was too 
late to file amended returns on an in- 
dividual basis for purpose of obtaining 
a reduction in tax due. Also it ruled that 
signature of both husband and wife to 
an Income Tax Return is not required 
to make it valid where one spouse signs 
and return includes income of both, or 
is otherwise a joint return. Miller v. 
United States, U.S.D.C., W.D. Tenn. 
April 7, 1949. 


Income during administration of estate. 
Taxpayer’s father died in 1922, a resi- 
dent of Paris, France. Will was probated 
there and estate administered under 
French law. Under terms of Will, tax- 
payer received income from estate at 
21, and entire corpus of estate upon 
reaching age 27. Taxpayer lived - in 
France until 1941, when, through the 
aid of the Red Cross, he escaped and 
came to the United States, establishing 
residence in Connecticut. In 1940 and 
1942, certain Rhode Island corporations 
in which taxpayer held stock inherited 
from his father, declared dividends 
amounting to $48,850. Corporations 
would not pay dividends to taxpayer but 
insisted that they would have to be paid 
to a representative of the estate. It be- 
came necessary to have ancillary ad- 
ministrator appointed in Rhode Island. 
Administrator paid taxpayer $29,955 in 
1941, which taxpayer reported in his re- 
turn and paid the tax due. Administrator 
withheld balance, reported it as income 
in 1941, and paid the tax due. Commis- 
sioner determined that amount reported 
by Administrator was includible in tax- 
payer’s income, and asserted a deficiency. 


HELD: Commissioner was in error. 
Amount not includible in taxpayer’s in- 
come. The time actually required by 
administrator to collect the income from 
securities, effectuate the transfer of the 
securities and distribute them and the 
income therefrom to the beneficiary was 
the period between June 1941 and July 
1942. The determination to withhold 
a substantial portion of the estate’s in- 
come until the period for filing claims 
had expired was a proper exercise of 
discretion under Rhode Island law. The 
estate thus being under process of ad- 
ministration and the period not having 
been completed until July 1942, the 
amount withheld by the fiduciary in 
1941 was not includable in taxpayer’s 
income. Ryan v. Comm., 15 T.C. No. 32, 
Sept. 7, 1950. 


Father taxable on inceme from part- 
nership interest transferred in trust for 
son. Taxpayer had been engaged in 
trucking business. In one operation known 
as “Red Line,” taxpayer owned a four- 
sevenths interest while remaining three- 
sevenths were owned by his sister and two 
brothers. On April 1, 1943, taxpayer de- 
cided to make gift of one-seventh inter- 
est in “Red Line” to his son, who was 
seventeen, and then awaiting induction 
into United States Air Force. 

Taxpayer reported income from his 
three-sevenths share and his son repor- 
ted income from one-seventh interest. 
Commissioner refused to recognize trust 
as a member of partnership for income 
tax purposes and determined that income 
from four-sevenths interest in business 
was taxable to taxpayer. 


HELD: Commissioner sustained. Court 
found from evidence that the taxpayer 
and his brothers and sister did not in 
good faith, and acting with a business 
purpose, intend to join together with 
trust set up for benefit of son, as part- 
ners in the conduct of the “Red Line” 
business. There was no real change 
effected in the economic situation of 
taxpayer or in the control or manage- 
ment of the “Red Line” by the creation 
of the trust. Whatever capital was do- 
nated by taxpayer to the trust was in the 
business before trust was created, and 
it remained there. The conduct of the 
business remained unchanged and tax- 
payer continued to personally operate 
and control ‘Red Line.” Further, he 
performed no services as Trustee which 
were different from those which he had 
always performed, and continued to per- 
form in his individual capacity as a 
partner. Coughlin v. Comm., T.C. Memo, 
Sept. 28, 1950. 


On facts presented, beneficiary not 
taxable on income reportable by trust 
but not received by it. At time of his 
death, decedent owned one-half interest 
in auto supply business. Other half was 
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owned by his wife as community prop- 
erty. Decedent expressed desire in his 
Will that business be continued. He also 
created a trust which provided trust in- 
come be currently distributed to his 
three children in equal shares. To carry 
out’ decedent’s wishes, his widow and 
the trust continued auto supply _ busi- 
ness as equal partners after decedent’s 
death. Partnership books of account 
were kept on accrual basis, while trust 
books were kept on cash basis. 

For years in question trust reported 
as income for tax purposes its full dis- 
tributable share of partnership income 
as computed on accrual basis, even 
though full share was not received. Only 
amounts actually received by trust from 
partnerships were paid over to benefici- 
aries and deduction taken therefore on 
fiduciary income tax return. Benefici- 
aries reported as income only amounts 
actually received from trust. Trustee ac- 
counted to local probate court on cash 
receipts and disbursements basis and 
such accounts were approved. 

Commissioner contended that full dis- 
tributable share of partnership income 
and not merely cash actually received 
and disbursed was deductible by trust 
and reportable by beneficiaries, since 
trust income was to be distributed cur- 
rently. 

HELD: For taxpayer. Only amounts 
actually received by trust are deductible 
by trust and reportable by beneficiaries. 
Testator’s intent was only that income 
actually received be distributable and 
not that entire amount included in trust 
income for tax purposes be distributed 
currently. Accordingly, — beneficiaries 
could not have legally demanded distri- 
bution from trust of income taxable to 
trust but not actually received by it. 


Therefore, such amounts not actually 
received by trust were not currently 
distributable and taxable to beneficiaries. 
E. H. Fickert v. Comm., 15 T.C. No. 50, 
Sept. 29, 1950. 


GIFT TAX 


Transfer in trust with reserved power 
to revoke did not constitute completed 
gift. In February 1932, taxpayer trans- 
ferred property in trust for benefit of 
his wife during her life, with remainder 
over to his surviving children. He re- 
tained command and control over the 
trust property to enable him to recapture 
such property for his own benefit or 
further disposition to others, if for any 
reason the life beneficiary ceased to be 
his wife during his lifetime. In 1937, 
taxpayer amended trust to provide that 
wife, who as the present income benefi- 
ciary had a substantial adverse interest, 
be substituted as the only person with 
whom taxpayer could thereafter revoke 
the trust. Commissioner assessed gift tax 
deficiency for year 1937. 


HELD: Commissioner sustained. Court 
was of opinion that taxpayer did not 
intend to make final disposition of trust 
property at the time he created trust 
in 1932. It was not until the amendment 
in 1937 that a completed gift was made. 
At that time, wife became only person 
with whom taxpayer could thereafter 
exercise his reserved power of revoca- 
tion or modification of the trust. Since 
she, as present income beneficiary, had 
a substantial adverse interest in entire 
trust property, taxpayer was then 
deemed to have abandoned his dominion 
and control over the trust property. 
Camp v. Comm., 15 T.C. No. 60, Oct. 6, 
1950. 
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Dividends to Be Itemized 
on Tax Returns 


The new Form 1040 for 1950 Federal 
income tax returns requires taxpayers 
for the first time to itemize the sources 
of their dividends. As Commerce Clearing 
House points out, this is the Treasury 
Department’s answer to Congress’ failure 
to enact the proposed withholding tax on 
dividends at the source. Heretofore, stock- 
holders lumped their dividend receipts 
in one item on the return; now they must 
list each company separately, the theory 
being that there will be less opportunity 
to conceal payments. 
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RECENT FIDUCIARY DECISIONS 


CLaImMs — Presumption That Per- 
sonal Services Rendered Were Gra- 
tuitous Nullified Where Claimant 
Was Not Member of Decedent’s 
Household 


Michigan—Supreme Court 
In re Mazurkiewicz’s Estate, 328 Mich. 120. 


Claimant, who was not a member of 
decedent’s household, filed a claim against 
the estate for personal services rendered 
covering the period from 1939 to August, 
1947, when deceased died. Claimant work- 
ed in a store owned by deceased as a 
janitor, worked as a housekeeper and 
handy-man preparing decedent’s meals, 
and also acted as a nurse for decedent 
during the time he was ill. Until 1941 
claimant was paid $5 per week for his 
services and he received his board and 
lodging. During part of the time there- 
after from 1941 to August, 1947, claim- 
ant was paid at the rate of $15 every two 
weeks and then at the rate of $10 per 
week for his services. From the testimony 
it appeared that the two men were “old 
cronies” and it was shown that the de- 
ceased remarked when speaking of the 
amount paid claimant, “I don’t give him 
much. I give him $5 a week and the rest 
of the money I am saving for him. I am 
trying to save something for his old age, 
unless he passes away.” 


There was no showing made that claim- 
ant ever demanded more money for his 
services. A claim for services exceeding 
$12,000 in amount was filed in the Pro- 
bate Court and disallowed in its entirety 
on the ground that no showing had been 
made of an express or implied contract. 
On appeal to the Circuit Court, the case 
was tried before a jury and resulted in 
a verdict in favor of the claimant. 


HELD: Affirmed. The testimony was 
sufficient to support the jury’s findings 
of an agreement implied in fact. The 
claimant was not a member of decedent’s 
household and no presumption of grat- 
uitous services arose. In such situation 
the law presumes that reasonable wages 
were contemplated, the jury was so in- 
structed, and it very properly found in 
favor of the claimant. 


Joint TENANCY — Right of Survivor- 
ship Denied as to Joint Bank Ac- 
counts 


New York—Surrogate’s Court, Westchester Co. 
Matter of Mooney, N.Y.L.J., Oct. 9, 1950. 


The decedent, Charles James Mooney, 
opened a savings bank account with his 
own funds entitled “Charles James 
Mooney or Helen W. Bryan” the latter 
being his daughter. No withdrawals were 
made from the account during decedent’s 
lifetime and no deposits were made by 
the daughter. Decedent also had a check- 
ing account payable to himself or his 
daughter, either or survivor. This account 
was transferred by the daughter after 
decedent’s death to an account in the 
name of the daughter as executrix. 

Under subdivision 3, Sec. 239 Banking 
Law, joint accounts in savings banks in 
a prescribed form are conclusively pre- 
sumed to vest title in the survivor upon 
the death of the depositor, but there is 
only a rebuttable presumption with re- 
spect to deposits in such form in other 
than savings banks. (Section 134, sub- 
division 3, Banking Law). In this case 
the checking account was in the pre- 
scribed statutory form but the savings 
account was not. The question was 
whether the daughter or the decedent’s 
estate was entitled to the deposits. 


HELD: The decedent’s estate is en- 
titled to the deposits. The savings bank 
account, not being in the statutory form, 
is deemed to have been made for the pur- 
pose of convenience (Matter of Bolin, 136 
N. Y. 177) unless there is proof of an 
intention to create a right of survivor- 
ship and no such intent appears here. As 
to the checking account, there is a rebut- 
table presumption that a right of sur- 
vivorship was intended from the form of 
the deposit. This presumption was re- 
butted, however, by the fact that the 
daughter withdrew the funds and rede- 
posited them in her name as executrix. 


PERPETUITIES -— Provision for De- 
scendants not in Being 


California—Supreme Court 


Davenport v. The Davenport Foundation, 36 
A.C. 1 (Sept. 19, 1950). 
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In 1939, Levi M. Davenport, then 78 
years of age and a widower, conveyed 
certain property to La Verne College, 
a corporation, as trustee. The trustee was 
given only ministerial duties, the manage- 
ment of the trust, known as the Daven- 
port Foundation, being committed to a 
board of directors of five named persons 
who were constituted the board of trus- 
tees of the Foundation. The trust pro- 
vided for setting apart 37% of the gross 
income for taxes, replacements, etc., $400 
per month to be paid to the trustor, $300 
per month to La Verne College, $100 per 
month to J. R. Davenport, brother of 
trustor, $300 per year to the American 
Bible Society. Annuities were to be paid 
to persons who might add to the trust. 
The rest of the income was to be used 
for “purposes consistent with purposes 
of this trust.” 

The purposes mentioned were not spell- 
ed out in detail, but in this suit by the 
heirs of the trustor seeking to invalidate 
the trust on the ground among others 
that it created a perpetuity, it was con- 
tended that the trust as a whole indi- 
cated a religious and charitable intent. 
The trust contained a provision that if 
any of the trustor’s children should come 
to want the board of trustees “shall use 
a portion of the income to care for them 
insofar as their needs may require.” 

HELD: This clause possibly contem- 
plated after-born children and if such 
was the trustor’s intent, it rendered the 
trust invalid. It was further held that 
the statute of limitations did not run in 
favor of the trustees. A decision of the 
Superior Court, affirmed by the District 
Court of Appeal, was reversed and the 
case, which went up on a nonsuit granted 
on defendants’ motion, was sent back for 
retrial. 


NOTE: The present writer, having 
been of counsel in the case, does not feel 
at liberty to criticize it, but merely 
points out that authorities were cited 
which were thought to sustain the con- 
tention of defendants that as a matter of 
intent the trustor in referring to his 
children meant only his then living chil- 
dren. The case will not be retried as 
the parties interested have reached a 
settlement. 


PERPETUITIES — Gift to Afterborn 
Children of Persons in Being at 
Date of Gift Does Not Violate Rule 
Against Perpetuities 


Tennessee—Court of Appeals (Western Section) 
Harris v. France, 232 S.W. (2d) 64. 


Testator left all of his real estate in 


trust for the children of his twelve} 


nephews and nieces, the latter being 
named in the will. The trust was to con- 
tinue until the youngest child of these 
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persons reached the age of 30, “and that 
means whether the children are born 
before or after my death.” Annual in- 
come was to be paid to the members of 
the class, and at the termination of the 
trust the property was to be sold and the 
proceeds distributed equally among the 
class members. All of the nephews and 
nieces named in the will were living at 
testator’s death; one child was born to a 
nephew after testator’s death. In an ac- 
tion for the construction of the will, the 
Chancellor held that the devise did not 
violate the rule against perpetuities. 


HELD: Affirmed. The rule against per- 
petuities is a rule of law, not a rule of 
construction. Any interest, legal or equit- 
able, to be valid must be certain to vest, 
if it vests at all, not later than 21 years 
after some life in being at the creation of 
the interest. Nevertheless, if the language 
of a will is ambiguous, the courts will 
readily and strongly favor that construc- 
tion which does not violate the rule. 


The rule simply requires that an inter- 
est vest within the prescribed period. It 
may continue indefinitely thereafter. Con- 
testants contend that the devise in this 
case was to a class, and that the interest 
of all the members of the class did not 
necessarily vest within the prescribed 
time. However, there is a distinction be- 
tween postponement of vesting and the 
postponement of enjoyment of the inter- 
est of a class. If the estate of each mem- 
ber of a class will vest in interest at the 
death of a person in being when the es- 
tate is created, then the rule is not vio- 
lated, even though enjoyment is post- 
poned until all members reach 25 or 30. 
Contestants assert that no interest can 
vest under this will until the time for 
distribution (i. e., when the youngest 
child reaches 30). The older Tennessee 
cases sustain this contention. However, 
the courts look with disfavor upon this 
old class doctrine. It will not be applied 
unless the will clearly provides that sur- 
vivorship until the date of distribution 
is a condition precedent to the vesting of 
the interest. 


By statute in Tennessee, the interest 
of a member of a class does not lapse up- 
on the death of that member prior to the 


date fixed for distribution, unless the 
will clearly provides that it shall lapse. 
The issue of the class member will take 
his interest at the date of distribution. 
Therefore the postponement of distribu- 
tion does not in itself indicate that the 
vesting in interest of an estate is post- 
poned. And where there is an intention 
shown in the will to create a separate in- 
terest in the members of the class, rather 
than an entire interest in the class as a 
unit, then the class rule will not apply. 
Survivorship until the date of distribu- 
tion will not be a condition precedent. 
The interest of each member will vest 
upon his birth rather than at the distri- 
bution date. 


Only slight evidence is required in 
order that this exception to the class rule 
be applied. In this case the income from 
the property is to be distributed annually 
among the children of the named persons. 
This provision fully indicates an inten- 
tion to divide the income among those 
individuals constituting the class at the 
end of each year. The corpus is to be 
distributed like the income. Hence, those 
members of the class in being at testa- 
tor’s death took vested interests, and 
each future member takes a vested in- 
terest upon birth. The fact that afterborn 
members may come into the class does 
not render the devise violative of the 
rule, since all members of the class must 
come into being within ten months after 
the death of their parents named in the 
will. These named persons are the meas- 
uring lives for the purpose of applying 
the rule. The maximum number of mem- 
bers will therefore be determined within 
the prescribed period. The minimum num- 
ber will be those members in being at 
testator’s death, since those members 
each take a vested interest and need not 
survive until the date of distribution. 


PowErRs — Limitations — Criteria 
for Exercise of Discretion to Pay 
Principal 

Texas—Supreme Court 
First National Bank of Beaumont v. Howard, 
229 S.W. (2d) 781. 
In a decision of first impression in 

Texas, the Supreme Court considered the 
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construction of a testamentary trust in- 
volving the proper criterion for a trus- 
tee’s invasion of corpus. A secondary 
question was the finality of the trustee’s 
discretion where the instrument provided 
that its discretion was to be conclusive. 


In answering the first question, the 
Court stated that in determining whether 
there existed a need to invade corpus, a 
trustee should consider all income en- 
joyed by the beneficiaries from any 
source, including any income enjoyed by 
their husbands from any source as long 
as it was available for the support of the 
beneficiaries and their issue. Further- 
more, any income of the issue must be 
considered. In defining need, the Court 
further stated that the trustee must try 
to maintain and support the beneficiaries 
in that station of life in which they were 
reared and were then living as well as 
to provide them with needed medical care 
and provide a college education for their 
issue. The trustee was to look to the 
value of the estate, previous relations 
between the testator and the beneficiar- 
ies and all of the circumstances, both as 
to the estate and the parties, when the 
will was made and the testator died. 


As to the second point, although the 
trustee’s discretion was declared to be 
“final and conclusive,” it was stated that 
the courts will interfere if the trustee 
actsj outside the bounds of a reasonable 
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In summary, the Court stated that the 
test to be applied is: “When it makes 
payment to the beneficiaries out of the 
corpus of the estate, is the trustee act- 
ing in that state of mind in which the 
settlor contemplated that it should act?” 


TAXATION — Estate & Inheritance — 
Power of Appointment over Trust 
Created in Another Jurisdiction 
Held Taxable 


California—Supreme Court 
Estate of Newton, 35 A.C. 881 (Sept. 7, 1940). 


Arthur B. Newton died a resident of 
California in 1943, having exercised by 
will a power of appointment given him 
over a testamentary trust created in New 
York by his father who died in 1921. 
Prior to 1935, California taxed the exer- 
cise of powers of appointment. By a 1935 
statute it changed this rule and provided 
for taxing the giving of powers, but pro- 
viding that as to powers conferred before 
a certain 1935 date the exercise would 
continue to be taxed. Taxpayer contended 
that as a matter of policy, originating 
with Estate of Bowditch, 189 Cal. 377, 
208 P. 282 (1922), and legislation en- 
acted in 1923 and thereafter, California 
does not tax powers of appointment exe- 
cuted by California residents over prop- 
erty in nonresident estates. 


HELD: Reversing the Superior Court 
and the District Court of Appeal, the 
exercise of the power was taxable. The 
Court, in overruling the Bowditch case, 
relied upon Graves v. Schmidlapp, 315 
U. S. 657 (1942). A petition for rehear- 
ing is pending. 


Spouse’s RIGHTS — Antenuptial 
Agreement Invalid in Absence of 
Fair Provision or Full Disclosure 
of Worth 


Pennsylvania—Supreme Court 
McClellan Estate, decided Sept. 25, 1950. 


In 1943, the respondent, aged 58 and 
previously married, and decedent, aged 
80 and previously married, were married. 
Prior to the marriage, decedent had 
boarded with respondent and her first 
husband. An antenuptial agreement was 
entered into by them, in which the re- 
spondent agreed to accept $5,000 as her 
share of decedent’s estate. The agreement 
disclosed the decedent’s worth to be 
about $200,000 and respondent then own- 
ed about $7,000 in property. Decedent’s 
attorney prepared the agreement and his 
assistant represented respondent in the 
transaction. Prior to the agreement de- 
cedent had transferred $67,000 of life 
insurance to a trustee for the benefit of 
his descendants which respondent was 
aware of. During the marriage decedent 
gave respondent a gift of $15,000. 

At decedent’s death in 1947, it was dis- 
covered that the value of the decedent’s 
property was close to $600,000 exclusive 
of the insurance at the time of the agree- 
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ment, and at his death was $675,000. 
Respondent thereupon filed her election 
to take against the will and decedent’s 
executors filed a petition to strike it off, 
which the lower court refused to do. Exe- 
cutors appealed. 

HELD: Affirmed. Antenuptial agree- 
ments depend for their validity upon the 
presence of one of two factors, namely, 
a reasonable provision for the wife, or, 
in absence of such provision, a full and 
fair disclosure to the wife of the hus- 
band’s worth. Where the provision for 
the wife is grossly disproportionate to the 
value of the husband’s estate, fraudulent 
concealment will be presumed and the 
burden of proof thrown on him to show 
that full disclosure was made. The true 
test of adequacy is whether the provision 
for the intended wife is sufficient to en- 
able her to live comfortably in substan- 
tially the same way as, considering all 
the circumstances, she had previously 
lived. In this case, the provision for his 
future wife in the antenuptial agreement 
plus the gift of $15,000 was very unrea- 
sonable and grossly inadequate, and there 
was not a full and fair disclosure how- 
ever unintentional of the husband’s 
worth. 


WILLS — Probate — Effect of Paper 
Signed by Mark — Revocation 


Pennsylvania—Supreme Court 
Gray Estate, decided Sept. 26, 1950. 


Testatrix died in 1948 at age 93, leav- 
ing a will dated September 21, 1945, 
which was admitted to probate and in 
which she left the residue of her estate 
to three of her four living children and 
left only small bequests to a son and 
descendants of deceased children. On Jan- 
uary 22, 1946, testatrix asked a neigh- 
bor, Mrs. Graff, to write a letter to her 
lawyer to change her will to leave the 
residue to all of her children equally. 
The letter was written and signed by the 
testatrix by mark in the presence of Mrs. 
Graff and another neighbor, and Mrs. 
Graff signed as a witness. Mrs. Graff 
never found out the name of the lawyer 
and kept the letter. The lower court de- 
cided that the letter was not a valid will 
but did not decide whether it revoked 
the prior will or not. The son appealed. 


HELD: Affirmed. Although the letter 
is testamentary it cannot be probated as 
a will because the Wills Act of 1947 
Section 2(2) requires that the mark be 
made in the presence of two witnesses 
who shall sign their names to the will 
in the testatrix’s presence, thus chang- 
ing the law under the Wills Act of 1917. 
However, Section 5 of the 1947 Act pro- 
vides that a will may be revoked “by 
some other writing declaring the same 
executed and proved in the manner re- 
quired of wills ***.” 

This provision does not require that 
the “other writing” be probatable as a 
will or that the revocation be expressly 





stated. The letter was intended as a 
letter of instruction which was never car- 
ried out and contestant has failed to 
prove that it was a completed testa- 
mentary disposition sufficient to imply 
a revocation. Moreover, the letter cannot 
be proved in the manner required of a 
will signed by a mark; that is, by two 
subscribing witnesses and, hence, is not 
an “other writing” as defined by Sec- 
tion 5. 


WILLs — Construction — Intention 
Implied Where Contingency not 
Expressly Provided For 


New York—Surrogate’s Court, New York Co. 
Matter of Galvin, N.Y.L.J., Oct. 5, 1950. 


Testator disposed of his residuary es- 
tate in trust to pay a certain income to 
his brother and the balance of income to 
his son. Subject to the brother’s income 
interest, the principal was to be paid to 
the son on his marriage, or otherwise 
one-half upon reaching the age of forty 
and one-half at age forty-five. If the 
son predeceased the testator or the tes- 
tator and son died in a common disaster, 
the testator’s niece was to receive the 
principal after a similar provision for 
the brother. 

The son survived the testator and died 
at the age of 37, unmarried. The son’s 
executor claimed that the remainder was 
payable to the son’s estate either because 
it vested in him at testator’s death or, if 
contingent, because the contingency was 
unprovided for and the remainder passed 
to the son by intestacy. The niece claimed 
a devise and bequest of the remainder to 
her by implication. 

HELD: There was a gift of the re- 
mainder by implication to the niece. Al- 
though the testator provided for the niece 
only if the son predeceased, or died simul- 
taneously with the testator and made no 
provision for the event which occurred, 
the testamentary scheme indicates an in- 
tent to benefit the niece if the son did 
not survive the stipulated periods. 


WILLs — Probate — Holographic 
Wills — Document not Necessarily 
Operative As Will, Even Though 
Requirements of Uniform Wills 
Act are Met 


Tennessee—Court of Appeals (Western Section) 
Smith v. Smith, 232 S.W. (2d) 338. 


Fred E. Smith, an insurance broker 
and business man, died in December, 
1946. No will having been found, his 
widow and brother qualified as admin- 
istrators of his estate. In February, 1947, 
the sons-in-law of decedent discovered 
the instrument now sought to be pro- 
pounded as his will. The instrument, 
found in a drawer of decedent’s desk, 
was written in pencil on a yellow scratch 
pad and was underneath some old and 
out-of-date insurance books. Decedent did 
not keep his business documents, con- 
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tracts, or other valuable papers in his 
desk, but kept all of them in a safe. 


The instrument in question was entire- 
ly in the handwriting of decedent, and 
was dated and signed by him. It contain- 
ed several erasures and interlineations, 
and was written in memorandum form, 
rather than in full sentences. Contestants 
proved that decedent was a careful and 
orderly business man and that he often 
used scratch pads similar to the one 
containing this document for the pur- 
pose of sketching out rough drafts of 
contracts and leases. The Circuit Court 
denied probate of the instruments. 


HELD: Affirmed. Under the Uniform 
Wills Act in force in Tennessee, an in- 
strument may qualify as a holographic 
will if written entirely in the handwrit- 
ing of decedent and if the handwriting 
is proved by two witnesses. The instru- 
ment in question complies with these re- 
quirements. Formerly, in this state, a 
document could qualify as a holographic 
will only if, in addition to the above re- 
quirements, it was found among the 
valuable papers of decedent. This is no 
longer a requirement under the Uniform 
Act. 


Nevertheless, a testamentary intent 
must accompany the performance of the 
statutory requirements, and such intent 
must be proved. The mere fact that an 
instrument meets the literal provisions 
of the statute is not conclusive proof that 
it is operative as a will. While there is 
no longer an absolute requirement that 
a holograph be found among decedent’s 
valuable papers, nevertheless, whether or 
not an instrument is found among de- 
cedent’s valuables is an important circum- 
stance to be considered in ascertaining 
whether the requisite animus testandi 
existed. The weight to be given to this 
circumstance is for the jury to deter- 
mine. From the proven facts in this case, 
the jury were justified in inferring that 
the document was not intended as an 
effective disposition of decedent’s prop- 
erty. Although the opposite conclusion 
could have been reached, the verdict is 
supported by substantial evidence and 
will not be disturbed. 


WILLs — Probate — Name of Wit- 
ness Subscribed by Another Per- 
mitted 


New York—Surrogate’s Court, Westchester Co. 
Matter of Crane, N.Y.L.J., Oct. 11, 1950. 


A husband signed his name as a wit- 
ness to a will; and, at his wife’s request 
made in the presence and hearing of the 
decedent, also subscribed his wife’s name 
as another witness. All this was corrobor- 
ated by a third person who was present, 
but who was not a subscribing witness. 


HELD: Although the practice is not to 
be encouraged, the subscription by an- 
other of the name of a person who is 
requested to act as a subscribing wit- 
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ness to a will does not invalidate the 
will, if all the other requirements of due 
execution have been complied with. 


WILLs — Probate — Proof of Testa- 
mentary Capacity at Time Other 
Than Execution 


Pennsylvania—Supreme Court 
Higbee Estate, decided Sept. 26, 1950. 


Testatrix died in 1945 at the age of 
89. Her will, drawn by her attorney, was 
dated in 1936 and left the bulk of her 
estate to two agnostic corporations. Four 
codicils were made in 1936, 1938, 1942, 
and March 25, 1944 respectively which 
did not materially change her will. The 
last one merely provided for a successor 
executor. She became bedfast in 1944 and 
was adjudicated a weak-minded person 
on June 6, 1944. Her brother and niece 
attacked the will, alleging lack of testa- 
mentary capacity. They proved that she 
was old, forgetful, at times confused, very 
eccentric, lived in filth and poverty al- 
though she had money, was subject to 
rages and tantrums, refused medical 
attention, locked herself in her house 
when alone, and was very ungrateful to 
those who did her favors. One doctor 
testified that on the day after the last 
codicil she did not have testamentary 
capacity. On the other hand, her lawyer 
and subscribing witnesses testified that 
she had testamentary capacity at the 
times the will and codicils were executed. 
She had not seen her brother for years 
and rarely saw her niece. She had been 
interested in agnosticism for many years. 
The lower court refused to award an is- 
sue d.v.m. and contestants appealed. 


HELD: Affirmed. The eccentricities 
which contestants proved either alone or 
in combination with others are insuffi- 
cient to prove an unsound mind or lack 
of testamentary capacity. Contestants 
had the burden of proving that at the 
time testatrix made her will and codicils 
she lacked testamentary capacity. With 
the exception of the fourth codicil none 
of contestants’ testimony was directed to 
the time of execution and if the fourth 
codicil were invalid it would not affect 
the disposition made in the will. An ad- 
judication of weak mindedness or of in- 
competency or of insanity does not prove 
lack of testamentary capacity or nullify 
a will signed prior thereto or even on 
the same day. 

A A A 


At the annual meeting of the Corpo- 
rate Fiduciaries Association of Minnesota 
held on October 13, the following were 
elected as officers of the Association: 
Pres.—Robert E. Towey, Midland Na- 

tional Bank of Minneapolis 
Vice Pres.—Wm. F. Kunze, Marquette 

National Bank of Minneapolis 
Vice Pres.—R. C. Hinze, First National 

Bank of Winona 
Sec.-Treas.—Frank B. Weck, First Na- 

tional Bank of Minneapolis. 


Full 
Cooperation 
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The First National Bank of 


Miami cooperates fully with 


banks in other states—in 
meeting the estate and trust 
needs of men and women 


having a Florida residence. 


TRUST DEPARTMENT 


The 


First National Bank 


of MIAMI 


Miami's Oldest .. 


Fiduciary Service in 
Western 
Massachusetts 


This Bank, 


- Florida’s Largest 





through over 


fifty years of experience, is 
well qualified to act in all 
matters of trust administra- 
tion and invites correspon- 
dence from other banks and 


bankers. 


Springfield Safe Deposit 
and 
Trust Company 


SPRINGFIELD, MASSACHUSETTS 


Member Federal Deposit 
Insurance Corporation 
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MERGERS 
(Continued from page 796) 


of the Farmers, will become vice pres- 
ident of Mellon and have supervision over 
business at the Farmers office. Arthur E. 
Braun, now chairman of Farmers, will 
become chairman of the advisory commit- 
tee. Aims C. Coney is vice president in 
charge of the trust department of Mellon 
National, while J. G. Hamilton, assistant 
vice president, heads Farmers’ corpor- 
ate trust department, and H. L. Flynn, 
vice president and trust officer supervises 
personal trusts. 


A A A 
IN MEMORIAM 


J. RALPH PARKINSON, assistant trust 
officer of BANK OF CALIFORNIA N.A., San 
Francisco. 





STATEMENT OF THE OWNERSHIP, 
MANAGEMENT, CIRCULATION, ETC., 
REQUIRED BY THE ACT OF CON- 
GRESS OF AUGUST 24, 1912, AS 
AMENDED BY THE ACTS OF MARCH 
3, 1934, AND JULY 2, 1946 (Title 39, 
United States Code, Section 233) 


Of TRUSTS and ESTATES (Magazine), 
published monthly at New York, N. Y. for 
October 1, 1950. 


1. That the names and addresses of 
the publisher, editor, managing editor, 
and business managers are: 


Publisher, Christian C. Luhnow, 50 
East 42 Street, New York 17, N. Y. Edi- 
tor, Christian C. Luhnow, 50 East 42 
Street, New York 17, N. Y. Managing 
editor, None; Business manager, M. M. 
a 50 East 42 Street, New York 17, 


2. That the owner is: Fiduciary Pub- 
lishers, Inc., 50 East 42 Street, New York 
17, N. Y. Christian C. Luhnow, Stock 
Holder, 90 Shares; Josephine L. Luhnow, 
30 Shares, Purchase, N. Y. 


3. That the known bondholders, mort- 
gagees, and other security holders ownin 
or holding 1 percent or more of total 
amount of bonds, mortgages, or other se- 
curities are: None. 


4. Paragraphs 2 and 3 include, in 
cases where the stockholder or security 
holder appears upon the books of the 
company as trustee or in any other fidu- 
ciary relation, the name of the person or 
corporation for whom such trustee is 
acting; also the statements in the two 
paragraphs show the affiant’s full knowl- 
edge and belief as to the circumstances 
and conditions under which stockholders 
and security holders who do not appear 
upon the books of the company as trus- 
tees, hold stock and securities in a ca- 
pacity other than that of a bona fide 
owner. 


CHRISTIAN C. LUHNOW 
Sworn to and subscribed before me this 
2nd day of October, 1950. 


P. PHILIP LACOVARA 
Attorney and Counsellor-at-Law 
with powers of a Notary Public. 


(My commission expires March 30, 1951) 
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BRIEFS 


Los Angeles, Cal.—President Frank H. 
Schmidt celebrated his 25th anniversary 
with CALIFORNIA TRUST Co., on October 
13. Since 1926 he has held various posi- 
tions including that of trust officer, vice 
president and executive vice president. 
He is chairman of the California Bankers 
Association Trust Division. 

Chicago, Ill—The Twenty-Five Year 
Club of more than 720 CONTINENTAL ILLI- 
NOIS NATIONAL BANK & TrRuST Co. pen- 
sioners held its annual dinner at the 
Hotel Sherman last month. Walter J. 
Cummings, chairman of the board of di- 
rectors, was honorary chairman, and T. 
Philip Swift, senior vice president, was 
toastmaster. 

New York, N. Y.—The New York Com- 
munity Trust announced the election of 
William L. Kleitz, president of Guaranty 
Trust Co., as chairman of its Trustees’ 
Committee, succeeding Winthrop W. AI- 
drich. The Committee consists of the 
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presidents of the fifteen banks and trust 
companies acting as Trustees for the 
Community Trust, together with a senior 
officer of each as alternate. Percy J. Eb- 
bott, Harold H. Helm and Lindsay Brad- 
ford, presidents respectively of Chase 
National Bank, Chemical Bank and Trust 
Co. and City Bank Farmers Trust Co. 
were elected vice chairmen. 


Dallas, Texas—T. J. Moroney, who is 
vice president and trust officer of RE- 
PUBLIC NATIONAL BANK, was made an 
Honorary Admiral in the Texas Navy at 
the colorful ceremony on deck of the bat- 
tlehip “Texas” in San Jacinto Battle- 
grounds. Governor Allan Shivers award- 
ed the commissions to all former first 
campers of First Officers Training Camp 
Association of Texas. 


Richmond, Va. — CENTRAL NATIONAL 
BANK opened its new and enlarged trust 
department on the mezzanine floor of the 
main banking building at Broad and 
Third Streets. 
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The Chase offers trust officers and others acting in 


fiduciary capacities a well rounded service in this 





type of investment. Inquiries will receive the per- 


sonal attention of experienced officers. 


Bond Department 


THE CHASE NATIONAL BANK 
OF THE CITY OF NEW YORK 


Member Federal Deposit Insurance Corporation 





worth to you ? 


He’s been thoroughly trained in the fields of 
personal insurance and estate planning, 
business insurance, pension trusts and other 


types of employee pension plans... . 


His experience and constant activity in these 
fields give him knowledge of proven and 
great value to trust officers and attorneys 


concerned with these matters... . 


His wide activity and influence frequently 
lead to substantial new business 


for Trust Departments . . . 


He is competent, cooperative, conversant 
with your problems — and he’s backed by the 
broad facilities of Connecticut General 


and its Advisory Bureau. 


CONNECTICUT | 
GENERAL & 


LIFE INSURANCE COMPANY 
HARTFORD, CONNECTICUT 


LIFE INSURANCE. ACCIDENT INSURANCE, HEALTH 
INSURANCE AND ANNUITIES AL FORMS OF 
GROUP INSURANCE AND GROUP ANNUITIES. PEN- 
SION TRUSTS. SALARY ALLOTMENT INSURANCE 


BETTER SERVICE THROUGH BETTER MEN 





